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INTRODUCTION 


This  paper  is  an  annotated  bibliography  of  selected  articles  written  on 
the  Medicaid  program.     The  selected  articles  represent  the  most  important  and 
critical  research  in  particular  areas  of  interest  to  those  concerned  with 
Medicaid  policy.     The  articles  are  divided  into  seven  sections: 

I.  General 

II.  Access  to  Care 

III.  Fees  and  Physician  Participation 

IV.  Health  Maintenance  Organizations 

V.  Hospital  Outpatient  Departments  and  Emergency  Rooms 

VI.  Cost  Sharing 

VII.  Utilization  Controls 

The  first  section,  "General" „  includes  articles  which  discuss  the  achieve- 
ments of  and  problems  with  the  Medicaid  program.     Several  articles  analyze  the 
reasons  behind  Medicaid's  rapidly  rising  costs.     Others  address  issues  of 
inequities  in  the  Medicaid  program;   that  is,   the  authors  examine  the  extent  of 
variation  in  state  eligibility  requirements  and  benefits.     Other  articles 
examine  strategies  for  and  the  implications  of  policies  for  containing  program 
costs . 

The  section  on  "Access  to  Care"  consists  of  studies  that  examine  the 
impact  of  the  Medicaid  program  on  utilization  of  services.     They  consider 
whether  Medicaid  has  increased  utilization  of  services  by  the  poor  or  whether 
Medicaid  recipients  have  greater  access  to  care  than  other  poor  persons. 

The  third  section,  "Fees  and  Physician  Participation,"  examines  the 
literature  on  the  relationship  between  fees  set  by  Medicaid  programs  and  the 
participation  of  physicians  in  the  program.     The  basic  question  is  whether 


physicians  respond  to  economic  incentives  in  their  decisions  to  participate  in 
the  program  and  treat  Medicaid  beneficiaries.     Other  factors  affecting  partici- 
pation also  receive  attention. 

The  fourth  section,  "Health  Maintenance  Organizations,"  include  articles 
which  analyze  whether  health  maintenance  organizations  have  reduced  service 
utilization  and  thus  the  costs  of  caring  for  Medicaid  beneficiaries.     It  also 
includes  articles  which  discuss  problems  in  attracting  HMOs  to  participate  in 
Medicaid,  and  problems  in  controlling  excessive  profits,  cream-skimming,  and 
the  quality  of  care  health  maintenance  organizations  provide  to  Medicaid 
recipients. 

The  fifth  section  on  "Hospital  Outpatient  and  Emergency  Room  Care"  reviews 
articles  which  analyze  the  use  of  hospital  outpatient  and  emergency  rooms  as 
alternatives  to  private  physicians.     Several  articles  contain  discussion  of 
the  impact  of  Medicaid  policy  on  the  substitution  of  these  forms  of  care  for 
that  provided  by  private  physicians. 

The  section  on  "Cost  Sharing"  reviews  the  empirical  literature  on  cost 
sharing  or  user  charges  applied  to  services  used  by  Medicaid  patients.  The 
literature  examines  whether  cost  sharing  has  reduced  utilization  by  Medicaid 
beneficiaries  and  whether  this  change  in  utilization  has  had  adverse  consequences 
on  the  poor. 

The  final  section  on  "Utilization  controls"  examines  the  literature  on 
efforts  to  review  use  of  hospital  and  other  forms  of  health  care  by  Medicaid 
programs  and  by  PSROs.     The  articles  generally  consider  whether  these  controls 
have  affected  utilization  rates  and  quality  of  care. 

Because  of  our  budget  constraints,  we  have  excluded  some  aspects  of  the 
Medicaid  literature  entirely.     We  have  excluded  all  articles  on  drugs,  dental 
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care,  mental  retardation,  care  of  the  mentally  ill,  and  long  term  care.  We 
have  also  not  examined  the  literature  on  hospital  in-patient  reimbursement. 

In  choosing  articles  for  this  bibliography,  we  selected  journal  articles 
from  two  off-line  bibliographic  citations  lists.     The  lists  were  generated  by 
Medlars,   the  National  Library  of  Medicine's  computer-based  medical  literature 
analysis  and  retrieval  service.     Two  files,  Medline  and  Health  Planning  and 
Administration  file,  were  searched  across  two  dimensions:     Medicaid  and 
Medicare.     The  former  was  searched  for  the  years  1969  to  1979,  while  the 
latter  was  searched  for  the  period  1975  to  1979.     Approximately  3,200  indexed 
citations  covering  an  eleven  year  period  through  1979  were  retrieved.  From 
these,  we  selected  articles  in  major  journals  that  reported  policy-relevant 
research  findings  in  the  areas  mentioned  above.     Some  important  articles  may 
have  been  inadvertently  excluded  from  this  bibliography.     Neither  the  inclusion 
nor  exclusion  of  an  article  represents  a  judgment  on  our  part  of  the  quality 
of  the  article. 

We  have  also  made  no  attempt  to  critique  the  articles  included.  The 
intention  is  to  provide  a  good  idea  of  what  is  included  in  these  articles.  If 
they  are  of  interest  to  the  reader,  we  heartily  recommend  that  the  reader 
personally  review  the  article. 

John  Hoi ah an 
Director 

Health  Policy  Program 
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Bernard,  S.E.   and  Feingold,  E.     "The  Impact  of  Medicaid."  Wisconsin  Law 
Review  1979  (March  1971 ): 726-55 .     Also  reprinted  as  "Brookings 
Reprint   192"  The  Brookings  Institution,  Washington,  D.C.,  1971. 

This  article  reviews  the  history  of  public  assistance  medical  care 
legislation  since  the  Social  Security  Act  of  1935,  tracing  the  develop 
ments  that  led  to  the  Medicaid  legislation  in  1965.     The  authors 
describe  the  provisions  of  the  Medicaid  legislation  and  the  administra- 
tive and  implementation  problems  that  gave  rise  to  subsequent  amendments. 
They  describe  the  issues  confronting  states  in  making  decisions  about 
participation  in  the  program,  eligibility  criteria,   and  the  scope  of 
services  offered. 

Examining  the  eligibility  standards  and  scope  of  review  the 
authors  conclude,  that  Medicaid,  "in  terms  of  its  ability  to  provide 
comprehensive  medical  care  to  substantially  all  needy  and  medically 
needy,  is  not  merely  a  failure  but,   perhaps,   a  disaster."    The  authors 
identify  and  analyze  the  causes  of  this  failure:     goals  of  the  policy 
makers;  conflicts  about  the  proper  goals  of  Medicare;  general  attitudes 
about  public  assistance  and  the  poor;   problems  in  relations  between 
federal,  state,   and  local  governments,   all  of  which  were  involved  in 
implementing  the  program;  and  concern  about  high  costs. 

*  *  * 


Gartside,  Foline  E.     "The  Medi-Cal  Cutbacks  of  1967  Revisited."  Medical 
Care  9  (January-February  1971 ) : 7-16  .  " 

On  September  1,   1967,  California  Governor  Reagan's  administration 
ordered  a  major  curtailment  of  the  Medi-Cal  program;  three  months 
later,  the  State  Supreme  Court  reversed  this  action  and  restored  the 
program  to  near-original  status.     The  purpose  of  this  study  was  to 
analyze  the  changes  in  the  provision  and  utilization  of  Medicaid 
services  both  during  and  after  the  period  of  cutbacks.     After  a  brief 
description  of  the  political  and  fiscal  situation  at  the  time,  Gartside 
used  data  provided  by  the  California  Department  of  Health  to  show  a 
significant  reduction  in  the  utilization  of  services  during  the  three-month 
period.     With  the  reversal  of  the  administrative  cutbacks,  utilization 
surpassed  original  levels  but  not  enough  to  completely  compensate  for 
the  lapse  in  services. 

The  1967  cutbacks  called  for  the  restriction  of  dental  care  to 
emergency  services,   the  elimination  of  various  other  optional  services 
(eyeglasses,  hearing  tests,  etc.)  and  the  limitation  of  non-county 
hospital  stays  to  8  days  without  authorization  of  a  Medi-Cal  consultant. 
A  court  injunction  came  through  in  mid-September  to  block  the  cutbacks, 
but  physicians  were  warned  that  services  were  provided  at  their  own 
risk  with  payment  depending  on  the  higher  court's  decision.     The  providers' 
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response  was  immediate  with  a  two-thirds  reduction  in  the  number  of 
optomotrists ,  opticians,   and  several  other  specialists  providing 
optional  services  to  Medi-Cal  recipients.     Chiropractors  showed  the 
smallest  decline,  with  a  20  percent  drop  in  the  number  of  providers. 
Utilization  declined  even  more  dramatically  than  providers;  by 
November,  dental  patients  had  dropped  from  a  pre-cutback  rate  of 
43/1000  to  5/1000  while  optometrists'  patients  fell  from  13/1000  to 
1/1000. 

With  the  court  decision  in  late  November,  all  changes  were  overturned 
with  the  exception  of  the  8-day  limitation  on  hospital  stays.     Rates  of 
utilization  recovered  rapidly  and  surpassed  those  for  the  pre-cutback 
period,   indicating  some  postponement  of  services  for  real  needs. 

The  acceleration  in  usage  levels  was  not  sufficient  to  make  up  for 
the  losses  incurred  during  the  three  months,   though;   the  total  increase 
in  payments  over  the  following  six  months  only  made  up  for  an  estimated 
27  percent  of  the  cost  of  services  that  would  have  been  normally  used. 
While  the  data  does  not  directly  indicate  whether  the  forfeited  services 
were  necessary  or  not,   the  author  contends  that  the  prevention  of 
excess  utilization  comprised  only  a  small  part  of  the  reductions  and 
that  the  "Medi-Cal  furor  of  1967,  brief  as  it  was,   left  a  void  of 
unattended  health  needs." 


*  ■*  * 


Stuart,  Bruce.     "Equity  and  Medicaid."    Journal  of  Human  Resources  12 
(Spring  1972): 162-78.  ' 

This  article  presents  an  analysis  of  the  impacts  of  Medicaid  on 
income  distribution  to  states  for  FY  1967-68.     Under  other  categorical 
assistance  programs,   such  as  Aid  to  the  Blind,  Disabled,   and  Aged,  and 
AFDC ,  the  percentage  of  funds  which  the  federal  government   agrees  to 
match  is  determined  irrespective  of  state  income.     Under  these  programs, 
it  is  to  a  state's  advantage  to  establish  an  assistance  program  so  it 
can  take  advantage  of  federal  funds.   These  incentives  have  led  to 
low-income  states  spending  little  more  than  required  and,  on  the  other 
hand,  rich  states  have  tended  to  have  more  comprehensive  programs. 
Since  wealthier  states  tend  to  have  more  liberal  eligibility  requirements, 
the  result  is  the  richer  states  receive  greater  federal  grants  than 
poor  states. 

The  Medicaid  program  was  designed  to  eliminate  these  inequities  by 
basing  federal  reimbursement  on  the  basis  of  per  capita  income  with 
grants  ranging  from  50  to  83  percent.     This  formula  was  designed  as  an 
incentive  for  poor  states  to  increase  their  spending  on  medical  welfare 
and  was  a  federal  attempt  to  decrease  regional  and  interstate  differences 
in  income  and  level  of  payments. 
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On  the  basis  of  1967-68  data,   the  author  finds  that  Medicaid  has 
failed  to  achieve  equity.     To  test  the  equity  of  the  program,  Stuart 
calculates  two  distributions  and  compares  them.     The  first  distribution 
is  a  determination  of  the  burden  of  tax  borne  by  the  state.     The  second 
distribution  is  an  estimate  of  total  Medicaid  costs  by  state.  The 
author  finds  that  Medicaid  did  not  have  a  progressive  influence  on  the 
distribution  of  interstate  incomes  and  in  fact,   the  reverse  was  true. 
For  example,   four  large  wealthy  states  with  large  Medicaid  programs — New 
York,  California,  Massachusetts,   and  Michigan — received  60  percent  of 
the  total  reimbursement  for  FY  1967-68.     The  states  with  no  Medicaid 
programs  lost  money  and  states  with  very  small  programs  lost  more  than 
states  with  no  programs  at  all.     For  example,   three  states  with  the 
smallest  programs  received  benefits  totalling  $12.2  million  but  had  costs 
of  $24.7  million. 

The  differences  in  money  received  by  poverty  households  corres- 
ponded to  state  differentials  with  poor  households  in  New  York  (which 
is  ranked  10th  in  average  income  as  a  state)  receiving  an  average  of 
$998  per  family,  while  a  poor  household  in  West  Virginia  (which  ranks 
46th  in  average  income  as  a  state)  received  an  average  Medicaid  grant 
of  $75. 

These  inequities  are  then  evaluated  vis-a-vis  the  intended  distribu- 
tional impact  of  the  program  which  the  author  defines  as  (1)  benefits 
being  distributed  according  to  the  medical  needs  of  the  poor  population 
in  each  states  (as  measured  by  the  number  of  households  with  incomes  of 
less  than  $3,000  per  year);  and  (2)  costs  being  distributed  proportion- 
ately to  state  per  household  income.     These  standard  distributions  are 
compared  to  actual  Medicaid  benefits  and  costs  and  the  following 
conclusions  are  drawn: 

(1)  Inequities  in  the  distribution  of  Medicaid  benefits  among  states 
explain  more  of  the  total  distributive  inequities  than  maldistribution 
of  Medicaid  costs.     If  the  minimum  criteria  of  equity  in  the  Medicaid 
system  are  to  be  reached,   the  major  change  must  be  a  change  in  the 
distribution  of  benefits. 

(2)  Direction  of  inequities  in  Medicaid  grants  and  taxes  is  strongly 
related  to  state  income.     Higher  incomes  states  received  grants  higher 
than  "justified"  by  the  standard  estimates,   and  lower  incomes  states 
received  less.     The  federal  matching  formula  has  not  provided  gains  to 
the  lowest  income  states. 

(3)  Magnitude  of  inequities  is  highly  correlated  to  per  household 
state  income.     The  greatest  deviations  from  either  standard  are  found 
at  both  the  extremes  of  the  income  range. 

(4)  The  impact  of  distribution  inequities  is  even  more  pronounced  when 
applied  specifically  to  the  poor  populations  in  each  state. 


5 


The  article  concludes  by  questioning  the  wisdom  of  joint  federal- 
state  welfare  policy  if  equity  is  a  primary  goal  of  public  assistance. 
If  equity  is  a  goal,  100  percent  federal  financing  of  all  welfare 
programs  is  suggested.     If  state  determination  of  eligibility  require- 
ments and  the  level  of  grants  continues,   inequities  will  remain  as 
well. 


*  *  * 


Granfield,  M.E.;  Conrad,  S.L.;  and  Oehm,  M.J.     "Toward  Better  Analysis 
of  Social  Programs."  Inquiry  10  (December  1973):  24-33. 

Medicaid  is  one  of  many  "income-in-kind"  service  programs  instituted 
since  1960.     This  case  study  of  Medi-Cal  in  1979  analyzes  the  impact  of 
Medi-Cal  and  the  distribution  of  the  burden  of  financial  support  for 
the  program  to  determine  who  pays  and  who  benefits.     The  analysis 
requires  certain  assumptions  about  the  incidence  of  taxes  and  other 
sources  of  revenue  at  the  federal,   state,   and  county  levels. 

Federal  sources  make  up  52  percent  of  the  total  funds  for  Medi-Cal 
in  1970;  state  sources  represent  37  percent;   and  counties  are  responsible 
for  the  remaining  11  percent.     More  than  one-third  of  the  county  share 
is  paid  by  Los  Angeles  county  which  has  38  percent  of  the  state's 
Medi-Cal  eligible  population.     Approximately  10  percent  of  the  total 
population  are  eligible  for  Medi-Cal  benefits. 

The  Medi-Cal  benefit  structure  is  highly  progressive  with  benefits 
declining  as  a  percentage  of  current  income  as  that  income  increases. 
The  authors'  analysis  of  the  incidence  of  a  variety  of  taxes  (personal 
income  taxes,  general  state  sales  tax,  corporation  income  tax,  property 
tax,  and  less  important  miscellaneous  taxes)  indicates  that  the  tax 
structure  that  provides  revenue  for  Medi-Cal  is  proportional  to  progres- 
sive.    Considering  both  taxes  and  Medi-Cal 's  progressive  benefit 
structures,   the  authors  conclude  Medicaid  in  California  is  slightly 
progressive,  redistributing  income  as  payments- in-kind  to  the  poor  and 
medically  needy. 

Because  the  incidence  of  federal,   state  and  local  government  taxes 
differ,  changes  in  Medicaid  benefits  which  shift  costs  from  one  level 
of  government  to  another  produce  concomitant  shifts  in  the  overall 
incidence  of  program  benefits.     For  example,  the  refusal  of  many 
private  medical  practitioners  to  accept  Medi-Cal  patients  following  a 
10  percent  reduction  in  state  support  in  1970,   forced  many  recipients 
to  seek  care  at  county  hospital  facilities.     Thus,   funding  shifted  from 
more  progressive  tax  sources  to  the  proportional  property  tax,  reducing 
the  redistribution  effects  of  the  program. 
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Redistribution  occurs  not  only  between  tax  payers  and  recipients, 
but  also  between  tax  payers  and  providers  of  care  who  ultimately 
receive  the  Medicaid  funds.     The  authors  note  that   , "To  the  extent 
Medi-Cal  affected  price  increases  more  than  quantities  of  health 
services  consumed,  the  ultimate  incidence  of  Medi-Cal  is  altered  and 
the  program  becomes  basically  a  mechanism  for  redistributing  income 
from  society-at-large  to  the  providers  of  medical  care,  with  patients 
as  the  intermediaries  rather  than  the  ultimate  recipients  of  increased 
medical  services." 


Davis,  Karen.  "Lessons  of  Medicare  and  Medicaid  for  National  Health 
Insurance."  Washington,  D.C.:  The  Brookings  Institution,  1974 
General  Series  Reprint  295. 


The  author  presents  five  lessons  "learned"  from  experience  with 
Medicare  and  Medicaid  and  discusses  ways  of  dealing  with  the  issues 
raised  in  developing  a  national  health  insurance  plan. 

( 1 )  Equality  in  financing  does  not  guarantee  equal  access  to  medical 
care.     In  Medicare,  which  provides  uniform  benefits  for  all  covered 
persons,  higher  income  persons,  whites,   and  people  living  outside  the 
South  receive  more  benefits  than  other  elderly  people. 

To  provide  more  equal  access  to  care  and  equality  of  benefits,  a 
national  health  insurance  plan  should  provide  cost-sharing  provisions 
that  are  graduated  with  income;  enforce  nondiscrimatory  practices  on 
the  part  of  all  providers;   include  specific  supply  programs  designed  to 
increase  access  of  minorities  to  medical  care  (such  as  expanded  medical 
scholarships  for  persons  willing  to  practice  in  minority  neighborhoods); 
and  establish  appropriate  financing  arrangements  to  avoid  geographic 
variation. 

( 2 )  All  insurance — both  public  and  private — contributes  to  inflation  in 
medical  care  costs. 

Four  alternatives  to  the  dilemma  of  stopping  inflation  while  expanding 
insurance  coverage  are  presented.     They  are:     forget  about  gaps  in 
current  public  and  private  insurance  plans;  extend  insurance  coverage  to 
meet  major  unmet  needs  while  countering  these  increases  with  incentives 
such  as  cost  sharing,   for  reducing  excessive  insurance;  use  wage  and 
price  controls,  health  planning  bodies,  reimbursement  incentives,  and 
other  cost  control  measures,  to  keep  costs  down  while  expanding  insurance 
coveage;  and  replace  all  existing  insurance  coverage  with  a  single 
system  covering  all  medical  expenditures.     Cost  would  be  controlled  in 
this  case  through  negotiated  contracts  and  budgets  for  medical  care 
providers . 
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(3)  Insurance  that  does  not  provide  a  ceiling  on  the  patients  financial 
liability  does  not  provide  adequate  protection  against  the  financial 
burden  of  medical  expenses. 

In  a  national  health  insurance  plan,  coverage  must  be  structured  to 
guarantee  that  the  individual,  not  the  insurance  plan,  has  a  maximum 
limit  on  expenditures  for  which  he  is  responsible.     This  limit  must  be 
reasonable  in  relation  to  income. 

(4)  Programs  covering  only  the  poor  must  be  designed  to  avoid  inequities 
that  result  when  some  people  receive  substantial  assistance  while 
others  do  not,   although  they  are  equally  needy. 

Separate  medical  insurance  financing  programs  for  the  poor  tend  to 
reinforce  a  two-class  medical  care  system.     To  keep  public  program 
costs  down,  reimbursement  levels  for  publically  covered  persons  are 
typically  lower  than  for  private  patients.     A  national  health  insurance 
plan  would  ideally  bring  all  persons  under  the  same  medical  care  system 
and  would  encourage  providers  to  serve  underserved  groups. 

(5 )  When  states  have  a  major  role  in  setting  eligibility  and  benefits 
levels,  geographic  inequities  are  likely  to  result,   as  in  Medicaid. 

If  state  supplementation  or  support  of  a  public  medical  plan  is  to  be 
retained,   it  should  be  designed  to  avoid  geographical  inequities.  The 
author  suggests  that  permitting  current  Medicaid  eligibles  to  retain 
present  benefit  levels,  but  allowing  new  entrants  guaranteed  benefits 
at  levels  less  than  those  available  in  the  most  generous  Medicaid 
states  might  eliminate  inequities  over  time. 

*  *  * 


Gartside,  Foline  E.     "Causes  of  Increase  in  Medicaid  Costs  in  California." 
in  Medicare:     Lessons  for  NHI ,  Allen  D.  Speigal  and  Simon  Podair, 
editors .     (Rockville,  Md . :     Aspen  Systems  Corp.,  1975.) 

Medi-Cal  replaced  two  separate  programs  in  California,  Public 
Assistance  Medical  Care  (PAMC)  and  Medical  Assistance  for  the  Aged 
(MAA) .     In  fiscal  year  1971,  Medi-Cal  made  vendor  payments  of  more  than 
five  times  the  combined  expenditures  of  PAMC  and  MAA  prior  to  the 
inception  of  Medi-Cal.     Total  health  expenditures  in  the  nation 
increased  only  72.8  percent  during  the  same  period.  This  chapter 
examines  the  source  of  the  large  increase  in  public  medical  expenditures 
in  California. 

Using  data  on  numbers  of  eligibles,   total  number  of  services  and 
selected  components  of  the  Medical  Care  Price  Index,  the  authors 
disaggregate  the  total  increase  into  increases  in  three  components: 
prices,  eligible  population,  and  utilization.     Prices  were  determined 
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to  have  accounted  for  74  percent  of  the  total  increase,  increases  in 
utilization  for  7.4  percent, and  increase  in  the  total  population  for 
18.6  percent. 

The  advent  of  Medi-Cal  extended  coverage  to  persons  previously 
uncovered  by  either  PAMC  of  MAA,   increased  benefits  for  those  previously 
covered,  and  provided  benefits  for  some  services  not  covered  under  the 
programs  it  replaced.     The  method  used  cannot  "distinguish  between 
increased  cost  due  to  utilization  by  previously  ineligible  groups  from 
increases  due  to  changes  in  utilization  by  groups  already  covered." 
Thus,   it  assumes  that  the  utilization  patterns  for  newly  eligible 
recipients  are  identical  to  patterns  of  use  by  recipients  eligible 
under  PAMC  or  MAA,   so  that  part  of  the  increase  attributed  to  increased 
utilization  may  reflect  different  patterns  of  use  by  recipients  eligible 
under  Medi-Cal  but  not  eligible  under  the  supplanted  programs. 

This  distribution  of  cost  increases  across  the  three  components 
varies  considerabl ;y  when  the  data  are  further  disaggregated  to  examine 
different  types  of  services  individually.     For  hosptial  inpatient 
services,   price  increases  account  for  74  percent  of  te  total  increase 
in  cost,  utilization  for  7.4  percent,   and  increases  in  the  eligible 
population  for  18.6  percent.     For  physician  services,   the  corresponding 
figures  for  prices,  utilization  and  eligibility  are  29  percent,  53.8 
percent  and  17.2  percent  respectively. 

*  *  * 


Holahan,  John.     "Equity,  Efficiency,  and  Rising  Costs."  Chapter  2 
in  Financing  Health  Care  for  the  Poor.     (Lexington,  Mass.: 
Lexington  Books,  1975). 

Medicaid  has  been  criticized  on  both  equity  and  efficiency  grounds. 
Due  to  the  structure  of  the  program,  with  its  federal-state  sharing  of 
costs,  considerable  inequities  have  developed,  manifiested  in  great 
differences  among  states  in  both  the  eligibility  standards  and  in  the 
available  benefits .     Furthermore,   the  program  has  been  criticized  for 
lack  of  concern  with  creating  incentives  for  both  users  and  providers 
to  use  scarce  resources  rationally,  and  as  a  result,  for  contributing 
to  medical  care  price  inflation  without  adequate  quality  control. 
Finally,  it  has  been  argued  that  the  program  contributes  to  the  weakening 
of  work  incentives  in  its  beneficiaries.     This  chapter  explores  these 
equity  and  efficiency  issues  through  the  presentation  and  analysis  of 
nationally  compiled  data  sets  concerning  inter-state  differences  in 
program  characteristics  and  expenditures. 

There  exists  a  large  variance  in  states'  eligibility  requirements 
for  Medicaid  coverage.     While  all  states  must  include  those  eligible 
for  cash  assistance  (the  categorically  needy)  in  their  Medicaid  program, 
the  eligibility  for  cash  assistance  is  determined  by  a  complex  means 
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test  and  differs  widely  by  state.     The  variance  in  states'  eligibility 
criteria  for  Medicaid  coverage  can  be  illustrated  clearly  by  looking  at 
states'  maxmium  annual  cash  assistance  payment  (a  function  of  income 
level);  e.g.,  the  maximum  payment  in  1971  in  the  highest  state,  Connect- 
icut, was  more  than  five  times  that  in  the  lowest  state,  Mississippi. 

Additional  inequity  in  Medicaid  coverage  results  from  the  state' 
option  to  add  to  its  eligible  population  the  medically  needy — persons 
or  families  ineligible  for  cash  assistance,  but  eligible  for  medical 
assistance  due  to  relatively  low  after-tax  (after-medical  expenses) 
income.     Approximately  50  percent  of  the  states  had  medically  needy 
programs  in  1971. 

An  indication  of  the  uneven  coverage  of  the  poor  is  presented  in 
this  chapter:     the  ratios  of  Medicaid  recipients  to  persons  under  the 
poverty  line,  and  to  persons  under  the  125  percent  of  the  poverty  line, 
calculated  for  those  under  and  over  65.     With  respect  to  persons  over 
65,   for  example,  the  ratio  of  users  to  services  under  Medicaid  to 
persons  under  the  poverty  line  varied  from  0.187  in  West  Virginia  to 
3.170  in  California. 

The  inequities  stemming  from  differences  in  eligibility  requirements 
are  compounded  by  the  large  variance  in  program  benefits  across  states 
in  all  aid  categories.     After  meeting  requirements  for  providing  to  the 
categorically  needy  services  which  must  be  covered  by  Medicaid,  states 
may  exercise  considerable  freedom  in  adding  coverage  for  optional 
services  for  both  the  categorically  needy  and  the  medically  needy.  Some 
of  the  variance  in  optional  services  covered  is  reflected  in  the 
presented  estimates  of  the  value  of  the  Medicaid  package  to  three 
categories  of  eligibles  in  the  five  highest  and  five  lowest  expenditure- 
per-capita  states.     California's  Medicaid  program,   for  example,  spent 
$1,116.34  per  disabled  recipient  in  1970,  compared  to  Arkansas'  expendi- 
ture of  $109.77  per  disabled  recipient. 

A  major  concern  with  the  Medicaid  program  has  been  high  and 
rapidly  rising  Medicaid  costs;  the  annual  cost  of  the  rogram  rose  from 
less  than  $2.0  billion  in  1966  to  $8.0  billion  in  1972.     To  analyze  the 
growth  of  Medicaid  costs,   the  author  examined  three  independent  compo- 
nents of  that  growth:     the  number  of  eligibles,   the  participation  rate 
of  eligibles,  and  expenditures  per  user  of  services.     Expenditures  (X) 
is  equal  to  the  product  of  eligibles  (E),   the  participation  rate  of 
eligibles  (R/E),   and  expenditures  per  recipient  (X/R) ,   as  follows: 

X  =  E  •  R/E  •  X/R. 

Hence,  the  total  growth  rate  equals  the  product  of  the  growth  rate 
of  each  component.  Calculations  were  made  for  the  aged  (OAA) ,  disabled 
(APTD),  and  families  with  dependent  children  (AFDC),  divided  again  into 
those  for  whom  money  payments  were  actually  made  and  for  whom  they  were 
not . 
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Results  showed  that  the  dominant  contributor  to  the  growth  of 
expenditures  in  most  categories  was  the  increase  in  the  number  of 
Medicaid  eligibles.     The  increase  dn  number  of  eligibles  accounted  for 
almost  70  percent  of  the  increase  in  Medicaid  expenditures  in  the  AFDC 
cash  assistance  population,   and  for  over  50  percent  of  the  growth  in 
the  disabled  cash  assistance  group  and  in  the  aged  and  disabled  "money 
payment  not  authorized"  groups. 

In  addition,  the  participation  rate  of  eligibles  in  the  cash 
assistance  categories  increased  at  rates  which  averaged  1.3  percent 
per  quarter  for  the  disabled,   1.5  percent  per  quarter  for  AFDC,   and  2.4 
percent  per  quarter  for  the  aged.     These  increased  participation  rates 
may  be  the  result  of  an  increased  awareness  by  eligibles  of  the  avail- 
ability and  value  of  various  services,  or  perhaps,  of  overut ilizat ion 
resulting  from  the  lack  of  incentives  to  use  services  appropriately. 

Finally,  expenditures  per  recipient  of  services  grew  at  rates  of 
1.1  to  1.7  percent  per  quarter  for  the  public  assistance  recipients  and 
at  approximately  2.0  percent  per  quarter  for  those  not  authorized  for 
public  assistance.     Some  of  this  increase  is  due  to  rising  prices  and 
the  remainder  to  changes  in  service  utilization.     One  of  the  author's 
principal  conclusions  is  that  while  the  introduction  and  growth  of 
Medicaid  coveage  has  undoubtedly  contributed  to  the  severe  inflationary 
pressures  in  the  health  care  sector,   it  seems  likely  that  Medicaid  has 
been  as  much  a  victim  of  rising  prices  as  a  contributor,   and  perhaps 
more  so.     Because  Medicaid  finances  care  for  less  than  10  percent  of 
the  population,   it  seems  reasonable  to  assume  that  the*  principal 
impetus  for  the  continued  growth  in  prices  comes  from  forces  in  the 
market,  particularly  related  to  the  growth  of  third  party  coverage  of 
the  rest  of  the  nation. 


*  *  * 


Russell,  Louise  B.     "The  Effects  of  Inflation  on  Federal  Health  Spending. 
Medical  Care  13  (September  1975) : 713-21 . 

This  paper  presents  current  and  constant  dollar  estimates  of 
federal  health  expenditures  on  health  programs  between  1969  and  1974. 
While  there  was  a  44  percent  increase  in  real  terms  over  this  period, 
not  all  categories  experience  similar  gorwth.     While  real  gains  were 
made  in  size  of  federally  financed  programs  such  as  Medicare  and 
Medicaid,  direct  federal  expenditures  for  construction  dropped  signifi- 
cantly.    An  analysis  of  inflationary  trends  in  the  health  sector 
relative  to  the  economy  shows  different  forces  at  work;  measures  to  curb 
overall  price  increases  would  thus  have  little  impact  on  those  for 
health  services. 

The  data  used  in  this  study  were  collected  by  the  Office  of  Budget 
and  Managment .     Total  federal  expenditures  were  separated  into  the 
seven  major  categories  of  research,  manpower  training,  federally 
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financed  services,  direct  federal  provision  of  services,  construction 
support,   prevention  and  control  and  programs  to  improve  organization 
and  delivery.  Category-specific  deflators  used  in  deriving  the  constant 
dollar  estimates  were  taken  primarily  from  published  sources.  The 
numbers  showed  Medicare,  Medicaid  and  other  health  services  financed  by 
the  government  to  comprise  over  60  percent  of  the  total  budget;  the 
growth  rate  for  this  category  was  106  percent  in  current  terms  and  56 
percent  in  constant  terms.     Programs  to  improve  organization  and 
delivery  experienced  the  greatest  budget  increase  but  still  comprised 
only  a  small  portion  of  total  expenditures.     Outlays  dropped  8  percent 
in  current  dollars  and  40  percent  in  real  dollars  for  construction 
support,   the  only  major  category  to  see  a  decline  in  the  federal 
budget . 

To  compare  the  rate  of  growth  in  prices  in  the  health  sector 
relative  to  the  general  economy,  the  author  used  three  deflators 
specific  to  health  inputs  (indices  for  training,  hospital  costs,  and 
physician  fees)  and  three  to  represent  general  inflation  (CPI,  GNP ,  and 
the  white  collar  wage  index).     Although  all  the  indices  were  not 
calculated  for  the  entire  period  from  1960  to  1973,  what  data  were 
available  showed  health-related  prices  to  have  consistently  grown  at  a 
faster  rate  than  the  national  average.     The  difference  in  growth  rates 
was  further  demonstrated  by  correlating  annual  percentage  increases  in 
the  various  deflators.     Results  showed  significant  correlations  between 
the  CPI  and  GNP  and  the  white  collar  wage  index  but  not  with  the  health 
service  deflators.     Budget  deflators  for  hospital  costs,  physician 
services,   and  health  manpower  training  programs  were  highly  correlated 
with  each  other  but  not  with  the  general  economic  indices.  These 
results  imply  that  policy  tools  used  to  deal  with  inflation  on  a  macro 
scale  would  have  limited  impact  on  the  health  service  sector  and  that 
specific  policies  are  needed  to  control  the  rapidly  rising  costs  of 
health  care. 


Grimaldi,  Paul  L.     "An  Analysis  of  the  Causes  of  Increases  in  Medicaid 

Payments,  New  Jersey,  1970-74."  Public  Health  Reports  90  (November- 
December  1975): 509-15. 


The  purpose  of  the  study  was  to  detemine  the  relative  contributions 
of  changes  in  price,  eligible  population  and  utilization  levels  to  the 
total  increase  in  New  Jersey  Medicaid  expenditures.     The  study  covered 
the  first  five  years  of  program  implementation,   analyzing  annual  and 
overall  changes  in  outlays  for  the  9  out  of  17  services  comprising  over 
75  percent  of  the  whole  budget.     The  conclusions,  which  were  supported 
by  two  different  methodologies,   indicated  that  changes  in  Medicaid 
costs  could  be  primarily  attributed  to  increased  levels  of  utilization 
rather  than  to  rising  prices  or  increases  in  eligibility.     The  greatest 
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changes  in  the  number  of  eligibles  or  the  level  of  utilization  occurred 
within  the  first  two  years;  prices  manifested  no  discernable  pattern  of 
change,   largely  because  of  the  price  freeze  during  the  study  period. 

One  approach  used  to  separate  the  total  expenditure  increase  into 
the  three  components  was  adopted  from  Foline  Gartside's  paper  on  Medi-Cal 
costs  (1973).     In  Grimaldi's  article,   the  necessary  equations  were  presented 
for  calculating  changes  in  each  factor,   their  percentage  contribution  to 
the  total,  and  the  price,   utilization,   and  eligible  person  index.  The 
price  index  was  based  on  changes  in  average  prices  for  individual 
services;   it  therefore  reflected  not  simply  pure  price  increases  but 
also  changes  in  the  composition  of  services.     Despite  this  problem,  the 
results  showed  that  the  increased  use  of  services  per  recipient  to  be 
the  major  contributor  to  the  overall  increase  in  costs.     Changes  in 
prices  accounted  for  slightly  less  of  the  change  while  the  increased 
number  of  eligibles  contributed  under  20  percent  to  the  total. 

Similar  results  were  obtained  using  the  alternative  methodology 
of  calculating  annual  geometric  rates  of  change.     This  latter  approach 
showed  the  price  effect  to  be  even  less  important  than  it  appeared 
using  the  Gartside  method.     The  two  approaches  generated  somewhat 
different  results  because  interaction  effects  tend  to  be  quite  large  in 
the  first  procedure  but  are  almost  entirely  eliminated  in  using  annual 
rates  of  change. 

While  the  utilization  effect  is  shown  to  be  the  major  contributing 
factor  in  this  study,  Gartside's  results  indicated  that  price  changes 
were  more  significant  in  terms  of  the  total  change  in  Medi-Cal  costs. 
The  apparently  contradictory  results  can  abe  explained  by  the  differences 
in  time  periods,   policies  adopted  by  the  two  state  programs,   and  study 
techniques . 

*  *  * 


Anderson,  Ronald;  Foster,  Richard;   and  Weil,  Peter.     "Rates  and  Correlates 
of  Expenditure  Increases  for  Personal  Health  Services:     Pre-  and 
Post-Medicare  and  Medicaid."    Inquiry  13  (June  1976) : 136-44 . 

The  relative  contributions  of  price  and  utilization  increases  to 
the  rise  in  total  health  expenditures  was  analyzed  in  this  study  using 
household  survey  data  over  the  period  1953-1970.     The  interview  surveys, 
conducted  in  1953,   1958,  1964,   and  1971  by  the  University  of  Chicago, 
allow  for  a  more  in-depth  analysis  than  most  other  studies.     From  the 
sample  data,  estimates  were  made  of  the  contribut ison  of  various  age, 
sex.   income,  race  and  residence  groups  to  utilzation  and  price  changes. 
The  study  also  allocated  expenditure  increases  according  to  type  of 
service  and  source  of  payment. 

The  in-home  interviews  of  several  thousand  families,   assumed  to  be 
a  representative  sample  of  the  entire  nation,  provided  information  on 
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use,  cost  and  source  of  payment.     Health  services  were  divided  into 
five  categories:     hospital,  physician,  dental,  drugs  and  other. 
Only  the  data  on  hospital  services  were  verified  by  other  sources 
in  all  four  surveys.     Appropriate  components  of  the  CPI  were  used 
as  a  measure  of  pure  price  increases;  use  increases  were  simply 
calculated  as  the  difference  between  the  change  in  total  expenditures 
and  the  price  index. 

Dividing  the  sample  period  into  the  years  1953-63  and  1963-70 
allowed  for  some  analysis  of  the  effect  of  the  introduction  of 
Medicare  and  Medicaid  on  overall  health  care  costs.     In  both 
periods,   price  increases  far  out-weighed  use  increases.     The  major 
contributor  to  the  price  change  was  hospital  services  while  prescription 
drugs  added  very  little.     On  the  usage  side,  drugs  saw  the  greatest 
increase,  particularly  in  the  earlier  period.     In  all  categories 
except  drugs,  use  and  price  increases  were  much  larger  in  the 
second  period  relative  to  the  first. 

Estimates  by  source  of  payment  showed  the  ratio  of  expenditures 
for  "free"  services  to  the  total  increased  from  .05  to  .06.  These 
"free"  services,   provided  through  Medicaid  and  other  public  aid 
health  care  programs,   included  those  services  received  by  welfare 
and  medically  need  families  for  little  or  no  charge;  Medicare  was 
not  included  in  this  category,  as  it  is  more  of  an  insurance  than  a 
subsidy  program  and  there  are  no  income  eligibility  criteria  for 
its  use.     Increases  in  free  services  contributed  24  percent  of  the 
total  increase  in  use  between  1963-70  compared  to  none  at  all  from 
1953  -63.     Results  are  also  presented  for  use  and  price  increases 
according  to  age,   sex,  and  other  demographic  categories.  Changes 
in  levels  of  usage  were  greatest  among  the  working  population 
during  the  pre-Medicare  and  Medicaid  period  but  shifted  to  the 
elderly  and  young  in  the  latter  1960s. 

The  main  question  that  arose  in  the  analysis  is  the  division 
of  expenditures  into  pure  price  and  use  components.     It  is  acknow- 
ledged throughout  the  paper  that  some  quality  changes  were  incorpo- 
rated in  the  CPI  instead  of  being  correctly  identified  as  a  use 
increase. 


Davis,  Karen.     "Achievements  and  Problems  of  Medicaid."  Public 


Health  Reports  91  (July-August  1976) : 309-16 .     Also  reprinted 
as  General  Series  Reprint  318,  The  Brookings  Institution, 
Washington,  D.C.,  1977. 


This  article  summarizes  much  of  the  same  material  that  Davis 
presents  in  her  article  "Medicaid  Payments  and  Utilization  of 
Medical  Services  by  the  Poor"  which  appeared  in  Inquiry  (June 
1976).     Davis  presents  evidence  of  the  achievements  of  Medicaid  in 
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reaching  more  and  more  poor  people.     The  rise  in  overall  program 
expenditures  is  primarily  due  to  the  expansion  of  the  program  to 
cover  increasing  numbers  of  eligibles,   particularly  the  elderly  in 
nursing  homes,   and  to  rising  medical  costs.     Although  there  were 
some  23  million  recipients  as  of  1976,   approximately  one-third  of 
the  nation's  poor  population  were  not  covered.     There  were  also 
serious  inequities  in  the  distribution  of  benefits  to  those  eligible 
for  Medicaid;  payments  on  a  per  capita  basis  were  significantly 
higher  for  whites  than  blacks  and  for  urban  compared  to  rural 
dwellers . 

Unlike  the  Inquiry  article,   this  piece  does  not  include  the 
tabular  presentation  of  statistics  on  which  much  of  the  analysis  is 
based . 


Piore,  Nora;  Lieberman,  Purlaine;  and  Linnaine,  James.  "Public 
Expenditures  and  Private  Control?  Health  Care  Dilemmas  in 
New  York  City."    Milbank  Memorial  Fund  Quarterly  55  (Winter 
1977) : 79  -116. 


New  York  City's  health  care  budget  increased  dramatically  from 
1965  to  1975;  erosion  of  public  control  over  the  allocation  and  use  of 
such  funds  occurred  over  the  same  period.     The  purpose  of  this  study 
was  to  identify  such  trends  and  to  analyze  the  impact  of  the  extended 
public  financing  on  the  city's  medical  program  and  fiscal  status. 

Comparing  the  city's  total  expense  budget  for  the  pre-Medicaid/Med- 
icare  years  to  1975  showed  the  proportion  of  health  care  expenditures 
to  have  grown  from  13.5  percent  to  25  percent.     Despite  the  increased 
funding,  the  system  was  far  from  the  original  goal  of  providing  comprehen- 
sive health  care  to  all  in  need.     Some  positive  strides  have  been  made 
as  greater  numbers  of  the  poor  have  had  access  to  care  as  well  as  some 
choice  as  to  the  source  of  service.     Such  accomplishments  were  made  at 
considerable  expense  to  the  working  class,  though.     With  the  rather 
arbitrary  eligibility  criteria,  many  of  the  city's  residents  had  been 
burdened  both  with  higher  taxes  and  higher  costs  for  medical  care  while 
facing  similar  fiscal  and  medical  problems  as  those  benefiting  from  the 
expanded  public  financing. 

In  addition  to  changes  in  the  overall  size  of  the  budget,  there 
was  considerable  shifting  of  funds  within  the  health  care  program. 
Prior  to  the  1965  Social  Security  Amendments,  75  percent  of  the  city's 
health  outlays  paid  for  services  provided  by  municipal  hospitals  and 
clinics.     By  1975,  over  half  of  the  budget  was  going  to  the  private 
sector.     The  increased  use  of  private  services  in  the  public  program 
unfortunately  was  not  accompanied  by  sufficient  social  controls.  The 
authors  argue  in  favor  of  an  organized  system  to  ensure  an  adequate  and 
equitable  health  care  program  commensurate  with  the  financial  means  of 
the  city. 
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Hall,  CP.  et  al.     Final  report — Medicaid  Basic  and  Optional  Services: 
Impact  on  the  Poor.   (Phildephia,  Pa. :     Temple  University,   1977 ) . 


The  main  objective  of  this  project  was  to  identify  the  number  and 
types  of  services  used  by  Medicaid  eligibles  and  to  determine  the 
relationships,   if  any,  between  levels  of  utilization  and  comprehensive- 
ness of  the  program.     An  effort  was  also  made  to  relate  program  coverage 
to  unmet  needs  and  health  status  as  perceived  by  the  individual.  The 
results  showed  that  utilization  levels,   for  both  covered  and  uncovered 
services,   increased  with  the  extent  of  program  coverage.     Fewer  unmet 
needs  and  somewhat  better  health  status  were  also  associated  with  the 
more  comprehensive  Medicaid  program.     The  data  did  not  support  the 
usual  hypothesis  that  a  lack  of  optional  services  resulted  in  poorer 
quality  of  care  or  substitution  of  more  expensive,  yet  less  appropriate 
basic  services. 

These  findings  were  based  on  3,000  household  surveys  conducted 
between  June  and  August  of  1973  in  four  different  areas:     Atlanta,  Ga. ; 
Little  Rock,  Ark.;  Oklahoma  City,  Okla. ;  and  Trenton,  N.J.  These  cities 
were  chosen  to  reflect  a  near-complete  range  of  coverage,  with  Trenton 
having  the  most  extensive  Medicaid  program  and  the  others  lacking  in 
one  or  more  of  the  more  important  optional  services.     Interviews  were 
limited  to  those  households  qualifying  under  Old  Age  Assistance,  Aid  to 
the  Permanently  and  Totally  Disabled,  and  Aid  to  Families  with  Dependent 
Children;  the  study  population  was  chosen  using  a  random  sample  technique 
with  a  priori  stratification  based  on  type  of  program,  race,   age  and 
family  size.     In  the  final  report,   a  separate  chapter  was  devoted  to 
each  site,  yielding  a  detailed  presentation  of  health  care  behavior 
patterns  for  each  welfare  group.     Demographic  characteristics  and 
utilization  patterns  were  tested  for  significant  intra-  and  inter-city 
differences  using  the  t-test  statistic;  the  health  services  considered 
in  this  analysis  were  hospitalization,  physician  visits,  dental  care, 
eye-vision  care,  and  prescription  drugs. 

The  results  of  this  study  are  not  conclusive  but  do  have  some 
important  implications  for  any  major  modifications  in  the  health  care 
system.     From  the  sample  data,   it  appears  that  the  more  comprehensive 
the  program,  the  more  extensive  the  use  of  all  services.     Coverage  of  a 
large  number  of  optional  services  as  well  as  the  availability  of 
trained  personnel  and  facilities  were  associated  with  increased  patient 
satisfaction  and  decreased  interracial  differences  in  utilization. 
Perceived  health  status  varied  somewhat  by  site  but  the  relationship 
with  program  coverage  was  not  statistically  significant.     The  greater 
demand  for  services  associated  with  greater  program  coverage  does  not 
necessarily  imply  that  the  provision  of  more  services  is  the  appropriate 
national  policy.     In  particular,  the  study  data  indicate  that  a 
uniform  requirement  for  states  to  provide  coverage  for  prescription 
drugs  would  have  but  limited  effect  on  health  status.     The  authors  of 
this  project  suggest  that  emphasis  be  placed  on  increasing  inter-state 
uniformity  and  intra-state  availability  rather  than  trying  to  cover 
more  and  more  optional  services. 
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Scanlon,  William.     "Causes  of  the  Rising  Costs  in  Medicaid." 
Chapter  1  in  Restructuring  Federal  Medicaid  Controls  and 
Incentives     (Washington,  D.C.:     The  Urban  Institute,  June 
1977). 


The  1974-75  recession  brought  an  upsurge  of  Medicaid  expenditures 
and  heightened  concern  over  ways  to  control  costs.     The  problems 
experienced  by  state  Medicaid  programs  in  this  period  reflect 
inadequacies  in  federal  policy  and  regulations.     In  looking  at  the 
states'  behavior  during  the  recession,  Scanlon  found  that  states 
which  suffered  the  most  severe  fiscal  strain  made  drastic  cutbacks 
in  their  programs.     At  the  same  time,   states  which  experienced  only 
moderate  strain  or  no  strain  (including  states  who  were  actually 
better  off  financially  during  the  recession  than  before,  e.g., 
oil-producing  states  or  agricultural  states),   also  made  cutbacks. 
The  behavior  of  the  first  group  of  states  reflects  the  lack  of  an 
adjustment  in  the  federal-state  financing  mechanism  which  would 
allow  for  the  fact  that  during  a  recession,  demand  for  services 
increases  while,  at  the  same  time,   state  revenue  decreases.  The 
second  group  of  states  cut  back  their  programs  in  anticipation  of 
their  program  expenditures  escalating  beyond  acceptable  levels. 
This  also  reflects  deficiencies  in  policy  and  regulation. 

The  paper  also  discusses  long-term  growth  of  costs  under 
Medicaid.     The  author  attributes  long  term  growth  largely  to  two 
pressures  that  are  outside  the  program  and  suggests  that  policymakers' 
efforts  to  reduce  expenditures  address  these  factors  as  well. 
First,  the  number  of  Medicaid  recipients  is  growing  faster  than  the 
population  generally.     Second,  Medicaid  has  assumed  the  burden  of 
providing  needed  services  that  are  not  related  to  health  care.  The 
most  important  example  of  the  latter  is  coverage  of  intermediate 
care  nursing  homes  (a  very  large  share  of  Medicaid  costs). 


*  *  ■* 


Holahan,  John  and  Spitz,  Bruce.     "Alternative  Approaches  to  Federal 
Financing  of  the  Program."  Chapter  2  in  Restructuring  Federal 
Medicaid  Controls  and  Incentives.     (Washington,  D.C.:  The 
Urban  Institute,  June  1977). 


Medicaid  is  financed  by  federal  and  state  funds  through 
open-ended  matching  grants  with  federal  contributions  varying 
inversely  with  the  per  capita  income  of  the  state  (with  federal 


17 


contributions  ranging  from  50  to  83  percent).     The  rapid  rise  of 
Medicaid  expenditures  and  the  cutbacks  in  some  state  programs  in 
response  to  the  1974-75  recession  raised  questions  about  the  effectiv- 
ness  and  efficiency  of  the  current  matching  grant  method  of  financing. 
Three  specific  areas  of  concern  are:     the  responsiveness  of  federal 
contributions  to  the  strain  faced  by  states  in  times  of  recession; 
the  failure  of  current  financing  methods  to  encourage  efficient 
management;   and  the  incentives  in  current  arrangements  to  overal lo- 
cate resources  to  Medicaid  relative  to  other  public  and  private 
spending . 

The  current  financing  method,  in  which  the  federal-state 
sharing  of  costs  is  based  on  the  state's  historic  per  capita 
income,  causes  a  two  to  three  year  lag  between  the  years  upon  which 
the  states  income  formula  is  based  and  the  year  in  which  it  is 
applied.     In  a  recessionary  period,  this  puts  an  even  greater 
strain  on  states  who  are  faced  with  the  increased  demand  caused  by 
the  recesssion  but  who  are  operating  with  funds  based  on  income 
data  from  a  more  prosperous  period.     Two  methods  for  deriving 
federal  contributions  to  states  that  would  be  more  cyclically 
sensitive  than  current  methods  are  discussed. 

The  chapter  examines  the  resource  allocation  incentives 
generated  by  open-ended  matching  grants.  Four  alternatives  to  the 
current  matching  grant  structure  are  then  suggested.     They  are: 
lowering  the  matching  rates;  establishing  a  maximum  on  federal 
payments  in  the  existing  matching  rate  structure;   providing  Medicaid 
block  grants  which  would  allow  states  to  allocate  resources  to 
maximize  .its  own  welfare;   and  federalizing  (both  financially  and 
administratively)  the  Medicaid  program.     The  effectivness  and 
efficiency  of  each  of  these  alternatives  is  discussed. 


Spitz,  Bruce  and  Holahan,  John.     "Changes  in  Federal  Medicaid 

Regulations."    Chapter  3  in  Restructuring  Federal  Medicaid 
Controls  and  Incentives.     (Washington,  D.C.:     The  Urban 
Institute,  June  1977). 


This  chapter  proposes  recommendations  for  changes  in  federal 
Medicaid  regulations  which  would  make  it  easier  for  states  to  alter 
their  Medicaid  programs  to  control  costs  without  denying  clients 
access  to  necessary  care.     Faced  with  rising  costs,   state  programs 
have  most  frequently  limited  mandatory  benefits  and  eliminated 
optional  benefits.     This  method  of  cost  containment  has  been  widely 
used  because,  given  federal  regulatory  constraints,   states  find  it 
easiest  to  implement.     The  authors  point  out,  however,  that  this  means 
of  controlling  costs  is  often  the  most  inequitable  and  not  always  the 


18 


most  cost  effective.     The  recommendations  made  in  this  paper  are 
those  which  the  authors  believed  to  be  politically  and  administra- 
tively feasible.     They  are,   in  order  of  their  potential  savings: 

(1)  The  federal  government  should  enact  hospital  cost  contain- 
ment legislation. 

(2)  The  federal  government  should  increase  its  financial 
share  for  long-term  care  services. 

(3)  States  should  be  required  to  institute  and  operate  a 
Surveillance  and  Utilization  Review  System  with  federal 
financing  for  development  costs. 

(4)  Early  Periodic  Screening  Diagnosis  and  Treatment  programs 
should  be  targeted  at  specific  diseases  within  specific 
groups  of  children. 

(5)  States  should  be  allowed  to  experiment  with  limiting 
benefits  by  diagnosis. 

(6)  States  should  be  required  to  issue  Medicaid  clients 
photo-identification  cards. 

(7)  States  should  be  allowed  to  institute  nominal  copayments 
for  physician  ambulatory  care  (and  physician  substitutes) 
with  certain  types  of  care  excluded  from  copayments. 

(8)  The  freedom  of  choice  provision  should  be  deleted. 

(9)  All  nursing  homes  certified  for  either  Medicaid  or 
Medicare  must  participate  in  both  programs. 

The  implications  of  these  recommendations  and  the  problems  they 
address  are  discussed. 

*  *  * 


Spitz,  Bruce  and  Holahan,  John.     "Eligibility."    Chapter  1  in 
Modifying  Medicaid  Eligibility  and  Benefits  (Washington, 
D.C.:     THe  Urban  Institute,  June  1977). 

This  chapter  examines  the  implications  that  manipulations  of 
eligibility  criteria  and  the  increase  in  quality  control  measures 
would  have  on  attempts  to  contain  state  Medicaid  program  costs. 
The  vast  array  of  options  that  states  have  for  modifying  eligibility 
determination  criteria,  once  their  program  meets  federally-mandated 
coverage,   are  described,  as  is  the  complexity  of  the  eligibility 
determination  process  itself. 
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Limitation  of  the  number  of  eligibles  through  manipulation  of 
eligibility  criteria  seems  to  be  a  desirable  method  of  reducing 
program  costs  in  the  short-term.     But  this  poses  political  problems 
for  a  state.     Cutting  out  groups  of  eligibles  (i.e.,  the  medically 
needy)  will  create  serious  problems  for  county  and  local  governments 
who  are  likely  to  assume  the  financial  burden  of  providing  care. 
The  implications  of  reduced  Medicaid  eligibility  may  also  have 
serious  consequences  for  the  future  (e.g.,   lack  of  accessible  care 
for  the  elderly  and  disabled  may  result  in  greater  institutional 
costs  in  the  future;   lack  of  care  for  children  may  present  future 
costs  to  society). 

Reducing  the  number  of  ineligible  and  fradulent  users  of  the 
program  is  a  politically  appealing  approach  to  control  Medicaid 
program  costs.     The  problem  is  not  simply  a  matter  of  getting  rid 
of  "welfare  cheats",  however.     Quality  control  efforts,  urged  by 
the  federal  government,  have  been  implemented  by  states  but  results 
have  been  unimpressive.     This  is  due,   in  part,   to  the  complex 
nature  of  eligibility  regulations  and  procedures  which  confuse  both 
social  caseworkers  and  their  clients.     The  result  of  this  confusion 
may  be  that  there  are  ineligibles  in  the  system  who  do  not  know 
they  are  ineligible.     The  authors  point  out  that  the  cost  of 
monitoring  programs  and  clients  is  high.   They  suggest  that  a 
simplification  of  the  eligibility  determination  process  would  be  a 
more  effective  means  of  containing  costs. 

The  authors  further  suggest  that  uniform  nationwide  eligibility 
criteria  would  help  provide  more  equitable  treatment  of  the  poor. 
As  welfare  programs  are  now  administered,  the  administrative 
complexities  and  overlaps  increase  the  likelihood  of  an  applicant 
being  denied  care,   increase  the  amount  of  fraud  and,   in  general, 
cause  confusion  to  both  caseworker  and  client  which  tends  to 
undermine  the  objective  of  the  program. 

*  *  * 


Spitz,  Bruce  and  Holahan,  John.     "Benefit  Coverage."     Chapter  2  in 
Modifying  Medicaid  Eligibilty  and  Benefits.  (Washington, 
D.C.:     The  Urban  Institute,  June  1977). 

This  chapter  analyzes  the  effectiveness  of  using  benefit  limitations 
to  control  state  Medicaid  program  costs.     State  Medicaid  programs  pro- 
vide a  federally-required  minimum  benefit  package  (mandatory  benefits) 
and  beyond  that,  may  offer  a  wide  array  of  benefits  (optional  benefits). 
The  designation  of  these  two  categories  is  misleading,  the  authors 
suggest.  Determined  on  political  grounds,   the  two  categories  may  not 
reflect  the  actual  needs  of  clients  or  use  of  services  by  a  poor 
population.  Under  fiscal  strain,   a  state  may  use  the  mandatory  and 
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optional  designations  as  a  guide  to  limit  or  eliminate  benefits.  To 
use  these  designations  as  a  tool  for  controlling  costs  is  not  based  on 
sound  determinations  of  need  nor  will  it  necessarily  save  the  state 
mo  ney . 

Because  limitation  of  benefits  effect  all  eligibles,  regard- 
less of  their  medical  status,  those  with  the  most  severe  disabilities 
will  suffer  most  when  benefits  are  reduced  or  eliminated.  Without 
a  knowledge  of  how  medical  services  complement  each  other  and  how 
they  substitute  for  other  services,   it  is  not  clear  that  the 
elimination  of  certain  services  will  save  money.     It  is  possible 
that  elimination  of  certain  optional  services  will  in  fact  increase 
the  state  taxpayer  burden  by  putting  the  cost  burden  more  directly 
on  the  state  or  on  localities. 

The  administrative  cost  of  curtailing  benefits  may  in  itself 
outweigh  the  savings  from  a  change  in  benefits.     All  clients  and 
provides  must  be  informed  of  benefit  changes,  hearings  must  be 
arranged,  provider  manuals  must  be  altered,  modifications  must  be 
made  for  the  claims  invoice  system,  etc. 

Finally,  the  authors  point  out  that  both  benefit  coverage  and 
eligibility  criteria  are  integral  to  the  Medicaid  program's  objec- 
tives (i.e.,  comprehensive  coverage  and  access  to  quality  medicine 
by  the  poor).     Major  cutbacks  can  amount  to  changing  the  program's 
objectives.     Redefinition  of  program  goals  is  distinct  from  the 
goal  of  containing  program  costs.     The  authors  suggest  that  the 
latter  goal  can  be  more  effectively  achieved  by  utilization  controls, 
copayment  mechanisms,  alteration  of  reimbursement  policies,  and 
changes  in  federal  and  state  financing  mechanisms. 


Butler,  John  A.   and  Scotch,  Richard  K.     "Medicaid  and  Children:  Some 
Recent  Lessons  and  Reasonable  Next  Steps."    Public  Policy  26 
(Winter  1978): 3-27. 


This  article  describes  the  federal  subsidization  of  child  health 
care,   focusing  on  Medicaid  and  the  Early  and  Periodic  Screening, 
Diagnosis,  and  Treatment  Program  (EPSDT) .     Although  there  has  been, 
as  a  result  of  Medicaid,  some  reduction  in  the  average  differences 
in  utilization  rates  between  poor  an  affluent  children,  Medicaid  has  had 
only  a  limited  equalizing  impact.     For  example,  while  poor  children 
tend  to  be  sick  more  often,   studies  have  not  shown  an  increase  in 
the  number  of  physician  visits  by  poor  children  as  a  result  of 
Medicaid.     The  authors  point  out  that  poor  families  continue  to  pay 
a  higher  proportion  of  their  family  income  out-of-pocket  for  the 
care  they  receive. 
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The  article  explains  the  problems  involved  in  providing 
adequate  care  for  children  by  examining  the  administrative  and 
political  structure  of  the  medical  care  system  and  in  particular, 
of  Medicaid.  Two  factors  are  identifed  as  important  in  Medicaid's 
limited  equalizing  impact:     (1)  states  have  considerable  autonomy 
in  determining  eligibility  and  establishing  benefit  levels,   and  (2) 
the  federal  government  has  limited  influence  on  the  structure  of 
the  delivery  system,  on  provider  distribution,  and  other  nonfinancial 
factors . 

The  EPSDT  program  as  resulted  in  only  a  small  proportion  of 
those  children  who  are  eligible  receiving  screening  and  diagnosis 
and  of  that  proportion,  only  70  percent  of  those  diagnosed  as 
needing  futher  treatment  receive  it.     Studies  of  EPSDT  implementation 
problems  have  provided  some  insight  into  the  reasons  why  the 
program  has  not  been  more  successful:     (1)  States  are  reluctant  to 
increase  the  cost  of  their  Medicaid  programs  by  bringing  additional 
eligible  children  into  the  program  and  increasing  benefits  to  full 
compliance  with  the  plan,     (2)  inability  of  Medicaid  as  a  financing 
mechanism  only,  to  overcome  the  lack  of  services  in  some  areas;  (3) 
federal  ambivalance  about  the  extent  to  which  full  implementation 
with  EPSDT  should  be  enforced;   and  (4)  exclusion  of  3-4  million 
children  in  families  below  federal  poverty  level  because  of  varying 
state  income  and  family  status  requirements. 

The  Carter  Administration's  Comprehensive  Health  Assessment 
Plan  (CHAP)  is  analyzed  in  light  of  child  health.     The  authors  find 
that  by  building  on  a  Medicaid-based  immunization  and  screening 
program,  CHAP's  proposals  may  not  be  able  to  alter  the  structural 
difficulties  inherent  in  the  current  system.     A  major  focus  in  the 
CHAP  proposal  as  it  pertains  to  child  health  is  an  immunization 
campaign.     The  authors  see  this  as  a  limited  effort,  but  one  with 
political  appeal  for  the  Carter  Administration. 

In  their  discussion  of  the  CHAP  proposal,  the  authors  conclude 
that  comprehensive  care  schemes  for  children  will  have  continued 
appeal  but  are  unlikely,  in  a  period  of  fiscal  conservatism,  to 
be  perceived  as  a  "preferred  policy  option."    A  combination  of 
opponents  of  comprehensive  care,  including  those  who  wish  to  limit 
the  role  of  government  in  health  care  financing,  as  well  as  physicians, 
hospitals  and  insurance  companies  who  have  an  interest  in  maintaining 
the  status  quo  in  modes  of  organization  and  funding  of  services, 
will  join  with  the  Administration's  desire  to  hold  federal  expenditures 
down.     A  redesign  of  financing  systems  seems  unlikely  and  the 
authors  believe  that  most  likely  choices  will  be  made  among  existing 
programs . 
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Finally,   four  proposals  for  consolidating,   shifting,  or  only 
modestly  increasing  federal  expenditures  are  presented: 

(1)  Further  experimentation  with  prospective  reimbursement  under 
Medicaid. 

(2)  Consolidation  and  enlargement  of  federal  categorical  grant 
programs  in  comprehensive  care  for  families,  with  regulations 
fostering  more  substantial  provider  reimbursement  by  Medicaid. 

(3)  More  extensive  regulation  and  incentive  funds  to  move  cities 
and  states  toward  consolidating  public  primary  care  provider 
networks . 

(4)  Creation  of  advocacy-oriented  information  systems  for  selected 
cities  and  towns  to  generate  and  compare  data  on  a  routine  basis 
regarding  environmental  safety,  maternal  and  child  health  status, 
and  primary  care  delivery  system  performance. 

*  *  * 


Davidson,  Stephen  M.     "Variations  in  State  Medicaid  Programs."  Journal 
of  Health  Politics,  Policy,  and  Law  3  (Spring  1978):54-70. 

In  this  article,  a  method  is  presented  for  differentiating 
among  state  Medicaid  programs  on  a  comprehensive  and  systematic 
basis.    Where  most  studies  use  expenditure  levels  to  characterize 
individual  systems,  the  author  suggests  a  Medicaid  Program  Index 
(MPI).     A  summary  statistic  of  some  of  the  more  important  facets  of 
the  programs,  the  MPI  can  be  used  to  identify  and  explain  the 
differences  between  states  as  well  as  trends  over  time. 

The  MPI  is  determined  for  each  state  on  the  basis  of  (1) 
whether  the  medically  indigent  are  eligible  for  benefits;   (2)  the 
number  of  optional  services,   (3)  limitations  on  basic  services; 
and  (4)  reimbursement  procedures.     The  index  is  calculated  by 
adding  the  scores  for  each  of  the  four  categories;  the  single  index 
numbers  and  the  individual  component  scores  can  also  be  shown  to  be 
useful  analytic  tools. 

The  author  uses  the  MPI  as  the  dependent  variable  in  a  regression 
analysis  of  what  causes  variations  between  states.     A  number  of  indepen 
dent  variables  proved  to  be  important  determinants.  The  significant 
factors  were  per  capita  income,  racial  composition,  manufacturing 
employment,  and  size  of  the  poor  population.     On  the  other  hand,  the 
number  of  physicians  and  beds  had  an  insignificant  relationship  with 
the  program  index. 
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A  comparison  of  index  and  component  scores  for  1970  and  1975 
showed  a  large  majority  of  the  states  to  be  expanding  their  Medicaid 
programs.     The  MPI  score  increased  for  37  states  and  decreased  for 
only  three.     Considerably  more  optional  services  were  provided  and 
limitations  on  one  or  more  basic  services  were  relaxed  in  30 
states.     Reimbursement  procedures  and  the  number  of  states  providing 
for  the  medically  needy  remained  relatively  constant  over  the 
5-year  period.     These  results  run  counter  to  the  usual  notion  that 
states  have  made  major  cutbacks;  however,   further  analysis  shows 
that  cost-cutting  measures  would  not  be  fully  reflected  in  the 
index  as  currently  defined. 

The  main  purpose  of  this  article  is  to  present  the  MPI  as  a 
means  of  studying  a  federal  program  where  states  have  discretionary 
powers.     While  the  author  suggests  a  number  of  useful  analytic 
applications,  the  MPI  is  a  rather  crude  measure  that  may  mask 
important  characteristics  of  a  state's  program. 


Finley,  Lucinda  M.     "NOTE.     State  Restrictions  on  Medicaid  Coverage 
of  Medically  Necessary  Services."    Columbia  Law  Review  78 
(November  19780:1471-1516.  ' 


Title  XIX  of  the  Social  Security  Act,  which  established  the 
Medicaid  program  in  1965,  requires  states  to  cover  five  general 
categories  of  medical  services  and  permits  states  to  use  their  own 
discretion  in  covering  several  other  services.     Rising  costs  and 
reports  of  fraud  and  abuse  have  led  states  to  limit  the  scope  of 
their  Medicaid  coverage.     Limitations  have  included  restrictions  on 
number  of  inpatient  days  allowed,  total  exclusion  of  certain 
operations,  and  prohibitions  of  all  abortions  except  those  necessary 
to  save  a  woman's  life. 

Section  1396a(a)17  of  the  Medicaid  statute  authorizes  states 
to  define  and  limit  their  Medicaid  programs  but  requires  that  the 
standards  used  be  "reasonable"  and  "consistent  with  the  objectives" 
of  Title  XIX.    A  plan's  coverage  must  therefore  be  reviewed  for 
reasonableness.     The  statute  further  suggests  that  "medical  necessity" 
would  be  an  appropriate  criteria  for  establishing  coverage  restrictions. 

The  article  discusses  the  extent  to  which  the  state  allows 
states  to  limit  medically  necessary  services.  A  1972  amendment  to 
the  statute  gives  states  greater  discretion  in  eliminating  optional 
services  and  reducing  mandatory  benefits.     Some  optional  services, 
such  as  prescription  drugs,  may  in  fact  be  medically  necessary.  In 
an  examination  of  court  cases  dealing  with  state  coverage  limitation, 
the  article  reviews  reasonableness  as  a  criteria  for  limiting 
service  coverage. 
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Since  1977,  when  the  Supreme  Court  upheld  a  Pennsylvania 
regulation  limiting  Medicaid  funding  to  medically  necessary  abortions 
in  Beal  v.  Doe,   the  debate  over  medical  necessity  has  intensified. 
The  Court's  proposed  definition  essentially  gave  physicians  the 
professional  discretion  to  determine  the  medical  necessity  of  a 
procedure.  The  author  rejects  this  definition  as  being  incompatible 
with  the  state's  authority  to  limit  services  as  well  as  Congress' 
desire  to  control  rising  Medicaid  costs.     She  prososes  a  definition 
which  is  not  so  broad  as  to  contradict  statutory  issues  nor  so 
narrow  so  that  it  applies  only  to  one  procedure.     Medical  necessity 
is  defined  as  "any  item  or  procedure  indicated  to  prevent  or  cure  a 
condition  that  poses  serious  danger  to  the  physical  or  mental 
health  of  an  individual."    This  definition,   she  contends,  provides 
both  states  and  physicians  with  a  guide  to  determining  the  necessity 
of  services  and  facilities  by  excluding  purely  elective  procedure 
and,   since  it  establishes  a  range  of  elective  services  a  state  may 
restrict,   it  is  compatible  with  the  desire  to  reduce  costs. 

The  author  concludes  with  the  idea  that  since  no  general 
formula  for  reasonableness  has  been  formulated,  the  validity  of 
state  restrictions  can  be  judged  on  a  case  by  case  basis.  The 
determination  of  reasonableness  must  contain  a  balance  between  the 
statute's  interest  in  providing  adequate  health  protection  and  the 
state's  fiscal  interests. 


Galblum,  Trudi  W.     "Health  Care  Cost  Containment  Experiments:  Policy, 
Individual  Rights,   and  the  Law."    Journal  of  Health  Politics, 
Policy  and  Law  3  (Fall  1978) : 375-87 . 


In  an  attempt  to  contain  health  care  costs,   the  Department  of 
Health,  Education,   and  Welfare  authorized  experiments  involving 
reductions  in  or  eliminations  of  Medicare  and  Medicaid  benefits  to 
determine  the  impact  of  such  changes  on  programs  and  beneficiaries. 

This  paper  examines  three  court  cases  involving  such  experiments 
in  California,  New  York,   and  Georgia.     Section  1115  of  the  Social 
Security  Act  gave  broad  discretionary  powers  to  the  Secretary  of  HEW  to 
conduct  research  and  specifically  enabled  the  Secretary  to  waive 
restrictions  which  prohibit  the  imposition  of  copayments  on  the 
categorically  needy.     States  with  escalating  Medicaid  costs  have  sought 
and  obtained  waivers  thus  enabling  them  to  impose  copayments.  Some 
observers  view  Section  1115  waivers  as  being  equivalent  to  denying 
statutorily  guaranteed  benefits  without  due  process.     According  to  the 
author,  most  of  these  experiments  did  indeed  lack  experimental  objectives, 
testable  hypotheses,  or  specified  control  groups,   and  seemed  aimed  more 
at  reducing  program  costs  in  a  way  illegal  under  federal  program 


25 


statutes.     On  the  other  hand,   an  explanation  for  the  use  of  such 
experiments  can  be  made  on  the  grounds  that  observing  the  results  of 
restriction  of  benefits  or  substitution  with  less  costly  services  in  a 
defined  geographic  area,   and  then  generalizing  to  the  larger  population 
is  a  rational  way  to  experiment  with  cost  containment.     However,  this 
raises  questions  of  equity  if  some  some  people  are  deprived  of  a  scarce 
resource  (health  care  benefits)  which  the  law  provides  as  a  free 
resource. 

Three  court  cases  are  examined.     In  two,  California  Welfare  Rights 
Organization  v.  Richardson  (1976)  and  Aguayo  et  al .  v.  Richardson  (New 
York ,   1972) ,  the  courts  upheld  the  Secretary's  broad  authority  to 
approve  demonstration  projects.     The  third  case,  Fannie  Crane  et  al.  v. 
Matthews  (Georgia,   1976),   introduced  the  issue  of  protection  of  human 
subjects  and  found  this  was  applicable  to  the  copayment  experiments. 
In  stating  that  the  protection  of  human  subjects  provision  was  applicable 
to  a  Section  1115  project,  "informed  consent"  by  individuals  "at  risk" 
in  such  experiments  is  called  for.     This  might  make  further  demonstration 
projects  difficult  to  implement  since  benef iciaires  who  stand  to  lose 
benefit  coverage  will  most  likely  not  agree  to  participate. 

The  fundamental  issue  involved  in  these  cases  is  whether  an 
individual  beneficiary's  right  to  needed  health  care  or  the  needs  of 
society  with  limited  resources  and  a  need  to  determine  how  best  to  use 
them  will  take  precedence.     The  author  raises  the  question  as  to 
whether  the  limits  imposed  by  the  regulations  protecting  human  subjects 
in  research  will  result  in  needed  protection  or  will  in  fact  bar 
attempts  to  find  health  care  financing  strategies  which  might,   in  the 
long  run,  benefit  beneficiaries  and  taxpayers. 

*  *  * 
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II.    ACCESS  TO  CARE 


( 
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Roghman,  K.J.;  Haggerty,  J.R.;  and  Lorenz,  R.     "Anticipated  and 

Actual  Effects  of  Medicaid  on  the  Medical-Care  Pattern  of  Children." 
New  England  Journal  of  Medicine  285  (November  4,   1971 ): 1053-57 . 

This  article  assesses  the  changes  in  patterns  of  service  utilization 
in  Monroe  County,  New  York  (population  547,000,  centered  around  Rochester) 
between  1967  and  1969.     In  March,  1967,  (Three  quarters  of  a  year  after 
the  advent  of  Medicaid  in  New  York),   a  20  percent  sample  (308  families) 
of  emergency  room  users  at  University  Hospital  in  Rochester  indicated 
good  progress  in  Medicaid  enrollment  but  little  change  in  patterns  of 
care.     Forty-one  percent  of  the  145  families  neither  on  welfare  nor  on 
Medicaid  knew  the  eligibility  criteria.     Almost  all  of  those  who 
thought  themselves  to  be  eligible  but  who  were  not  enrolled  (10  our  of 
12)  had  already  applied.     About  25  percent  of  those  previously  unaware 
of  the  eligibility  criteria  thought  they  were  in  fact  eligible.     Of  the 
110  medically  indigent  families,   25  percent  had  tried  to  find  a  private 
physician  but  only  5  percent  had  been  successful.  Only  14  percent 
reported  that  they  had  seen  the  doctor  more  frequently  since  enrolling 
in  Medicaid. 

Random  samples  of  the  child  population  in  Monroe  County  conducted 
in  1967  and  1969  indicated  that  socioeconomic  differences  in  access  to 
care  had  not  declined  over  the  period.     The  proportion  of  Medicaid 
children    having  a  private  practitioner  as  their  usual  source  of  care 
declined  from  45  to  30  percent;   for  non-Medicaid  children  the  proportion 
declined  from  87  to  76  percent.     Primarily  due  to  the  development  of 
a  neighborhood  health  centers  in  one  poverty  area,  preschool  age  children 
showed  a  large  increase  in  the  use  of  nonhospital  clinics.  Forty-eight 
percent  of  Medicaid  eligible  preschoolers  received  their  last  immunization 
at  a  clinic  in  1969  compared  with  33  percent  in  1967.    Use  of  outpatient 
departments  as  the  usual  source  of  care  remained  constant  at  just  over 
30  percent  for  the  Medicaid  families  and  at  6  percent  for  non-Medicaid 
families . 

Usage  of  physicians'  services  showed  a  persistence  of  the  socio- 
economic differential.  In  1969,  children  covered  by  Blue  Cross  averaged 
5.4  medical  contacts  per  year  (mostly  private  doctors);  Medicaid 
children  had  only  3.7  visits  per  year,  less  than  half  of  these  with 
private  practitioners.     Medicaid  children  had  about  40  percent  fewer 
preventive  visits,  about  20  percent  fewer  illness-related  visits,  and 
only  one-third  as  many  dental  visits.    A  20  percent  cut  in  dental  fees 
in  1968  and  the  discontinuance  of  usual  and  customary  fees  in  1969  may 
have  contributed  to  the  failure  to  close  the  gap  in  utilization. 
Medicaid  children  showed  some  improvement  in  immunization  for  measles, 
polio,  smallpox,  and  diphtheria-tentanus-pertussis  relative  to  non-Medicaid 
children,  but  a  24  percent  decline  in  the  proportion  receiving  regular 
dental  checkups. 
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The  authors  conclude  that  the  failure  of  Medicaid  to  narrow 
the  differences  in  utilization  patterns  reflects  in  part,  the 
attitude  of  the  poor  population,  but  also  the  refusal  by  many 
private  practitioners  to  care  for  them".     They  suggest  that  direct 
efforts  to  change  patterns  of  care  such  as  outreach  and  educational 
programs,   and  improved  transportation  will  improve  the  effectiveness 
of  the  program. 

*  *  * 


Bice,  Thomas  W. ;  Rabin,  David  L. ;  Starfield,  Barbara  H. ;  and  White, 
Ken  L.   "Economic  Class  and  Use  of  Physician  Services." 
Medical  Care  11  (July-August  1973) : 287-96 . 

Two  separate  assertions  are  tested  in  this  study  to  assess  the 
impact  that  economic  class  has  on  the  utilization  of  physician 
services.   The  assertions  are  (1)  net  price  of  physician  services 
are  more  highly  related  to  use  among  the  poor  than  among  the 
high-income,   and  (2)  non-economic  indicators  of  socio-economic 
status  are  more  highly  related  to  use  of  preventive  services  than 
to  all  types  of  use  combined.  For  the  analysis,   the  authors  assume 
the  utilization  of  physician  services  is  a  function  of  the  needs 
for  care  and  various  economic  and  non-economic  factors  that  enable 
or  predispose  people  to  use  them.-    These  factors,  which  differ 
between  and  within  economic  class,   interact  and  produce  variations 
in  the  utilization  of  physician  services.     The  authors  attempt  to 
separate  the  effects  of  the  economic  factors  from  the  others  to 
shed  light  on  the  impact  public  assistance  programs  have  had 
on  the  poor  regarding  their  use  of  physician  services. 

The  analyses  are  based  on  data  collected  from  a  household 
interview  survey  of  the  Baltimore  SMSA  conducted  from  June,  1968 
through  May,  1969.     The  sample  was  selected  by  means  of  a  multistage 
area  probability  design  and  information  was  gathered  from  the 
respondents  on  health  status,  use  of  medical  services,  payment  modes 
for  health  care,  and  socio-economic  status.     An  economic  class 
variable  is  constructed  dividing  the  respondents  into  three  groups: 
poor,   low-income,   and  high-income.     For  the  analyses,  three  types 
of  predictor  variables  are  categorized  measuring  need  for  care, 
predisposing  (e.g.,  education),  and  enabling  (e.g.,  net  price  of 
physician  services)  factors.     Two  dependent  variables  are  constructed 
as  measures  of  physician  utilization:     use  of  physician  services 
and  whether  a  general  examination  has  been  sought,  both  within  the 
past  year. 

A  multivariate  procedure  known  as  the  Automatic  Interaction  De- 
tector (AID)  technique  is  employed  to  identify  those  factors 
responsible  for  the  variations  in  use  within  the  poor  and  high-in 
come  adult  groups.     This  technique,   through  a  series  of  one-way 
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analyses,  divides  the  sample  into  the  set  of  mutually  exclusive 
subgroups  that  maximize  the  between-group  variation  on  the  dependent 
variables,   thus  forming  a  predictor  tree.     Product-moment  correlations 
among  the  predictor  variables  are  the  two  dependent  variables  and 
standard  partial  regressions  are  conducted  to  further  test  the  two 
assertions  stated  above. 

The  results  of  the  analyses  support  the  two  assertions  regarding 
the  effects  of  economic  status  on  the  use  of  physician  services.     Net  price 
of  physician  services  accounted  for  some  of  the  variation  in  physician 
utilization  among  the  poor  but  not  among  the  high  income.  Non-economic 
predisposing  factors  enter  the  analysis  on  the  use  of  preventive  care  but 
not  on  the  use  of  all  types  of  physician  services.     The  results  of  the 
product -moment  correlation  and  standard  partial  regressions  lend  further 
support  to  the  AID  analsis. 

Based  on  these  findings  and  the  structure  of  the  predictor  trees, 
the  authors  conclude  that  public  assistance  programs  like  Medicaid  have 
altered  the  effects  of  economic  class  on  physician  use  and  has  encouraged 
the  utilization  of  health  services  among  the  poor.     However,  achieving 
an  increase  in  the  use  of  preventive  services  among  the  poor  through 
such  programs  will  not  necessarily  occur  because  of  the  influence  of 
non-economic  predisposing  factors  such  as  health  organizations.  Equal 
distribution  of  health  care  services  across  economic  groups  will  not  be 
attained  through  financial  incentives  alone. 


Friedman,  Bernard;  Parker,  Paul;  and  Lipworth,  Leslie.     "The  Influence 
of  Medicaid  and  Private  Health  Insurance  on  the  Early  Diagnosis  of 
Breast  Cancer."    Medical  Care  11  (November-December  1973) : 485-70 . 


In  this  study,  the  authors  used  a  single  equation  regression  model 
to  test  the  hypothesis  that  the  removal  of  financial  barriers  increased 
the  likelihood  of  early  diagnosis  of  breast  cancer.     The  project  covered 
the  year  1970  in  which  393  new  cancers  were  reported  to  the  Massachusetts 
Tumor  Registry.     The  Registry,  which  covered  a  population  base  of  close  to 
one  million  residents  of  the  Boston  area,  provided  information  as  to  the 
patient's  age,  marital  status,  residence  tract,  cancer  history  and  stage 
of  disease  at  the  first  treatment.     As  no  individual-specific  data  was 
available  on  income  or  education,  census  data  on  the  housing  character- 
istics of  the  various  residential  tracts  were  used  as  proxy  variables. 

The  seriousness  of  the  cancer  was  categorized  according  to  three 
stages  of  spreading:     localized,  regional,  and  distant.     With  this 
non-cont inous  index  as  the  dependent  variable,  it  was  necessary  to  either 
arbitrarily  rank  all  three  stages  or  assign  numbers  to  two  and  let  the  data 
determine  the  third.     The  authors  chose  the  latter  approach:  "localized" 


30 


cancer  was  equated  to  zero,  "distant"  spreading  to  one,  and  the  value 
for  the  regional  cases  left  to  be  estimated  from  the  regressions.  The 
independent  variables  included  four  characteristics  of  the  housing  in 
the  patient's  residential  area  (mean  dollar  value,  vacancy  rate, 
occupancy  rate,   and  proportion  rental  units)  and  personal  information 
provided  by  the  Tumor  Registry.     With  the  study  population  divided  into 
an  under  65  age  group  and  an  over-65  group,  the  least  squares  regressions 
were  run  with  202  and  158  observations  respectively. 

Using  the  T-test  for  significance,  most  of  the  independent  variables 
were  found  to  have  insignificant  coefficients.     Of  the  four  housing 
variables  used  to  reflect  social  status,  only  the  relationship  between 
value  and  the  extent  of  the  cancer  for  those  under  65  proved  to  be 
important.     The  evidence  did  indicate,  though,  that  the  elimination  of 
monetary  costs  had  an  unexpected,   if  any,  effect  on  the  stage  of 
detection.     Using  Medicare  coverage  as  the  "default"  category  and 
measuring  the  difference  in  impact  between  it  and  the  other  forms  of 
coverage,  the  Medicaid  and  the  no  insurance  categories  both  had 
insignificant  coefficients  in  the  over  65  equation.     For  those  under 
65,  Blue  Cross-Blue  Shield  was  used  as  the  default  variable.  The 
coefficient  on  the  no  insurance  category  in  this  equation  was  signficant 
and  positive  as  expected.     Medicaid  coverage  was  also  found  to  be 
positively  related  to  the  seriousness  of  the  disease, contradict ing  the 
hypothesis  that  removal  of  financial  barriers  would  encourage  early 
detection      Although  the  authors  emphasize  this  statistical  evidence, 
there  is  some  question  as  to  whether  the  Medicaid  category  did  not  also 
reflect  lower  levels  of  education  and  non-financial  barriers  that 
were  otherwise  not  controlled  for  in  the  equation.     It  seems  likely 
that  Medicaid  coverage  was  instrumental  in  hastening  detection  but  its 
influence  was  outweighed  by  other  factors  impeding  access  to  care. 

*  *  * 


Davidson,  Stephen  M.   and  Wacher,  Ronald  C.     "Community  Hospitals  and 
Medicaid."  Medical  Care  12  (February  1974) : 115-30 . 

Davidson  and  Wacker  used  data  from  the  February,  1970  Chicago 
Hospital  Discharge  Survey  to  test  the  hypothesis  that  a  substantial 
portion  of  the  Medicaid  population  sought  hospital  care  from  distant 
teaching  hospitals  rather  than  closer,  less  expensive,  community 
hospitals.  Concentrating  on  the  low-income  community  of  Uptown  on  the 
north  side  of  Chicago,  the  authors  found  that  only  45  percent  of 
Uptown's  Medicaid  patients  were  served  by  the  seven  local  hospitals, 
while  the  other  55  percent  traveled  considerable  distances  to  receive 
care  of  apparently  similar  quality.     Such  utilization  patterns  were  not 
only  costly  to  the  state  but  involved  greater  travel  time  and  inconvenience 
to  the  patient.     Several  factors  inhibiting  the  use  of  community  hospitals 
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were  identified  and  discussed.     The  major  problems  appeared  to  be 
hospitals'  policies  requiring  demonstrated  ability  to  pay  prior  to 
admission  and  their  dependence  on  personal  physician  service  to  which 
the  poor  typically  do  not  have  access.     Also,   the  less  than  full  cost 
reimbursements  and  complicated  billing  procedures  have  made  Medicaid 
patients  relatively  undesirable  from  the  hospital's  point  of  view. 

The  Uptown  community  was  chosen  for  the  study  on  the  basis  of  the 
relatively  abundant  health  service  resources  and  predominantly  white  and 
elderly  population.     As  only  2.5  percent  of  the  residents  were  black, 
any  racial  segregation  that  might  have  existed  wuld  have  little  impact 
on  the  findings.     As  for  services,  Uptown  had  more  than  double  the 
average  citywide  ratio  of  beds  to  population.     Almost  60  percent  of  the 
community's  population,  either  Medicaid  or  non-Medicaid ,  hospitalized 
during  the  month  of  February  sought  care  outside  the  local  boundaries; 
meanwhile,  only  20  percent  of  Uptown's  hospital  beds  were  occupied  by 
area  residents.     The  average  rate  charged  to  the  Medicaid  program  for 
services  provided  by  the  seven  Uptown  hospitals  was  $81.25  per  day 
compared  to  $106.46  for  the  14  hospitals  outside  the  area  that  served 
the  majority  of  Uptown  patients.     If  the  Medicaid  recipients  had  all 
received  care  from  local  community  hospitals,   Illinois'  Medicaid 
program  would  have  been  saved  an  estimated  $2500  per  day.     Given  such 
utilization  patterns  existing  elsewhere  in  the  city,  an  effort  to  alter 
such  trends  would  substantially  reduce  the  inpatient  hospital  portion 
of  the  total  budget. 

*  *  * 


Olendski,  M.C.     "Medicaid  Benefits  Mainly  the  Younger  and  Less  Sick." 
Medical  Care  12  (February  1974) : 163-73 . 

This  study  covers  ten  years  of  health  service  utilization  by  a 
group  of  welfare  recients  in  New  York  City.     One  facet  of  a  larger 
study,  this  article  is  concerned  with  the  impact  of  Medicaid  on 
access  to  physician  services.     Utilization  patterns  were  analyzed 
for  distributional  changes  among  various  groups.     The  results,   based  on 
interview  data  from  before  and  after  the  introduction  of  Medicaid  and 
again  in  1968-69  and  1969-70.     The  pre-Medicaid  surveys  were  originally 
intended  for  the  New  York  Hospital  Project,   a  program  which  offered 
comprehensive  health  services  at  one  center  to  a  sample  population  of 
those  receiving  public  assistance.     Of  the  729  individuals  who  responded 
to  all  five  surveys,  457  had  been  in  a  study  group  with  access  to  the 
health  center;   the  others  were  left  to  obtain  care  in  the  usual  manner. 
Analyses  were  performed  for  the  combined  sample  as  well  as  the  two 
separate  groups. 

Sorting  the  observations  into  five  categories  from  low  to  high 
levels  of  utilization  indicated  a  slight  downward  trend  for  the  sample 
as  a  whole.     The  decline  was  much  larger  for  those  originally  under 
study  than  for  those  in  the  control  group.     The  explanation  for  the 
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fall  in  utilization  rates  despite  Medicaid's  efforts  to  incresae  access 
is  that  they  were  already  high  for  both  study  and  control  groups  in  the 
early  1960s  and  there  was  little  demand  for  more  care.     There  is  also 
some  indication  that  the  New  York  Hospital  Project,  which  concentrated 
efforts  on  reorganizing  the  structure  of  medical  care  services,  was  a 
more  effective  program  than  Medicaid,  with  its  emphasis  on  financial 
barriers . 

While  the  proportion  of  people  in  the  low,  medium,   and  high-use 
categories  changed  only  slightly  over  the  decade,  the  distributional 
effects  of  Medicaid  were  quite  significant.     Sorting  the  data  by  demogra- 
phic characteristics,  it  can  be  seen  that  males,  the  elderly,  and 
disabled  groups  experienced  the  largest  declines  in  the  mean  number  of 
doctors'  visits  and  the  percentage  seeing  a  doctor  within  the  past  year 
or  two.     Females  and  younger  age  groups  maintained  fairly  constant 
levels  while  two-parent  families  experienced  the  only  significant 
increases  in  utlization. 

The  results  of  this  study  show  Medicaid  to  have  been  a  relatively 
ineffective  means  for  increasing  the  poor's  access  to  health  care.  The 
results  are  tempered  somewhat  by  the  limitation  of  the  sample  population 
to  those  who  were  already  receiving  free  medical  care  in  the  early 
1960s.  The  author  contends  that  the  findings  are  relevant  to  other 
areas  with  large  concentrations  of  urban  poor. 

*  *  * 


Rabin,  D.L.;  Bice,  T.W. ;  and  Starfield,  B.     "Use  of  Health  Services  by 

Baltimore  Medicaid  Recipients."    Medical  Care  12  (July  1974) : 561-70. 

Rabin  et  al.  use  data  collected  in  a  household  survey  of  the 
Baltimore  SMSA  between  June,   1968  and  May,   1969  to  compare  utilization 
of  physicians'  services  by  Medicaid  recipients  with  usage  by  the  unassist 
population.     The  3,481  interviews  identified  three  major  categories  for 
study:     (1)    Medicaid  recipients  (8  percent);  (2)  a  "low  income"  group 
of  families  apparently  eligible  for,  but  not  enrolled  in,  Medicaid 
(also  including  families  whose  incomes  were  less  that  twice  the  poverty 
level)  (24  percent);  and  (3)  a  middle  and  upper  income  group  consisting 
of  all  interviewees  not  included  in  the  first  two  categories  (68  percent) 

The  survey  found  that  Medicaid  recipients  were  more  likely  than 
other  groups  to  be  female,  nownwhite  and  either  elderly  or  under  age 
15.     Medicaid  recipients  were  more  likely  to  visit  a  physician,  with  31 
percent  seeing  a  physician  in  the  two  weeks  before  the  interview  compared 
with  about  20  percent  of  the  two  other  groups.     Medicaid  recipients 
were  also  more  likely  than  others  to  have  seen  a  physician  over  a 
year's  time.     Elderly  Medicaid  recipients,  however,  were  less  likely  to 
use  a  physician  than  younger  recipients.     Little  difference  exists 
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between  the  three  groups  in  the  average  number  of  visits  among  persons 
reporting  physician  visits. 

Hospitalization  rates,   admission  rates,  and  average  length  of 
stay  are  higher  for  Medicaid  recipients  than  for  the  other  groups. 
The  number  of  hospital  days  per  person  per  year  is  nearly  four 
times  higher  for  Medicaid  patients  among  all  ages  and  six  times 
higher  among  the  elderly. 

These  higher  rates  of  use  among  the  Medicaid  population 
may  reflect  lower  health  status.     Persons  classified  as  chronically 
ill  or  acutely  and  chronically  ill  fell  disproportionately  into 
the  Medicaid  category.     Only  43  percent  of  the  Medicaid  population 
is  "healthy,"  compared  to  58  percent  of  the  total  population 
surveyed.     Children  in  all  three  groups,  however,  show  similar 
morbidity  rates.     While  controlling  for  health  status  reduces  the 
differences  in  utilization  rates,   physician  visit  rates  by  "healthy" 
Medicaid  recipients  significantly  exceed  rates  for  other  "healthy" 
persons. 

*  *  * 


Brian,  E.  and  Gibbens,  S.F.     "Medi-Cal  Patients:     How  Do  Physicians 
Compare  Them  with  Other  Patients?"    Medical  Care  12  (July 
1974 ) :  561-70 .  ~  ~ "*~ 


This  article  reports  the  results  of  a  survey  in  California 
of  1,400  physicians  who  received  payment  from  Medi-Cal  in  August, 
1972  and  addresses  the  issue  of  overut ilizat ion  of  medical  services 
by  Medi-Cal  patients.     The  survey  asked  the  physicians  to  make 
subjective  judgements  about  overutilization  by  Medi-Cal  and  non-Medi- 
Cal  patients.     Nearly  half  of  the  repondents  reported  no  differences 
in  overutilization  between  the  two  patient  categories.     The  remaining 
responses  strongly  indicated  that  physicians  are  more  likely  to 
perceive  Medi-Cal  patients  than  non  Medi-Cal  patients  as  overut ilzing 
medical  services.     Reported  overutilization  varied  by  geographical 
area  within  the  state,  and  the  certification  status  and  years  in 
practice  of  the  responding  physician.     Primary  care  physicians  were 
more  likely  than  non-primary  care  physicians  to  report  overuse  by 
all  types  of  patients,  both  Medicaid  and  non-Medicaid .  Physicians 
reported  that  Medi-Cal  patients  were  more  likely  than  other  patients 
to  seek  professional  care  for  the  minor  complaints  of  common 
colds  and  sorethroat -runny  nose.     These  results  support  the 
traditional  view  that  the  poor  are  underusers  of  medical  care 
services  because  of  lack  of  money  by  showing  that,  with  economic 
barriers  removed,  the  poor  are  more  likely  than  other  patients  to 
overutilize  medical  services. 

*  *  * 
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Rabin,  David  L.   and  Schach,  Elizabeth.     "Medicaid,  Morbidity,  and 
Physician  Use."    Medical  Care  13  (January  1975): 68-78. 

This  paper  examines  the  relationship  between  morbidity  and  use 
of  physician  services  and  compares  the  use  of  preventive  health 
services  by  Medicaid  recipients  with  the  rest  of  the  population. 
This  study  investigates  the  charge  than  under  Medicaid,  the  poor 
overuse  physician  services,   causing  the  costs  of  the  Medicaid 
program  to  soar. 

The  tabular  analysis  is  based  on  a  household  survey  among  the 
residents  of  the  Baltimore  SMSA  between  June,   1968  and  May, 
1969.     The  sample  provided  detailed  data  on  preventive  health 
services  used  by  the  repsondents  and  the  nature  of  all  contacts 
with  a  physician  during  the  two  weeks  prior  to  the  interviews. 
Information  on  the  health  status  of  those  sampled  led  to  the 
creation  of  three  indices  of  self-perceived  morbidity:  acute 
morbidity,  chronic  illness,  and  healthy.     Medicaid  recipients,  low- 
income  and  middle-high-income  were  the  three  income  study  groups 
identified  and  compared.     Tests  of  significance  by  chi-square  were 
performed  on  all  tables. 

Medicaid  recipients  in  this  study  were  found  to  have  the 
highest  physician  visit  rates  in  every  morbidity  category,  but 
they  also  had  higher  levels  of  morbidity.     When  the  investigators 
controlled  for  morbidity,  statistically  significant  differences  in 
physician  utilization  rates  across  income  groups  disappeared  except 
for  the  "healthy."    In  comparison  with  the  other  two  income  groups, 
Medicaid  recipients  were  more  likely  to  have  physician  visits,  both 
initial  and  return,   initiated  by  the  physician.     They  also  had 
greater  use  of  preventive  health  services  in  the  sampled  two 
weeks . 

Based  on  these  and  other  findings,  the  authors  feel  there  was 
no  clear  indication  of  overuse  of  physician  services  by  Medicaid 
recipients  during  the  time  of  this  study.     Since  Medicaid  recipients 
were  the  sickest,  they  had  an  increased  need  for  physician  and 
preventive  health  services. 

*  *  * 


Aday  L.A.     "The  Impact  of  Health  Policy  on  Access  to  Medical  Care." 
Milbank  Memorial  Fund  Quarterly/Health  and  Society  54  (Spring 
1976);68-78. 

In  this  study,  the  author  uses  a  summary  measure  of  access, 
the  use-disability  ratio,  to  measure  the  impact  of  Medicare 
and  Medicaid  on  the  ability  of  the  poor  to  get  necessary  health 
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care.     Unadjusted  statistics  show  the  low-income  population 
to  have  surpassed  the  wealthy  by  an  average  of  one  physician  visit 
per  year;  the  poor,  however,  were  subject  to  three  times  as  many 
restricted  activity  days  (1971).     The  index,  which  incorporates  the 
relative  health  status  of  the  various  income  groups,   indicates  that 
the  poor  still  lag  far  behind  their  well-to-do  counterparts.  A 
number  of  other  studies  using  social  indicator  type  measures  have 
yielded  similar  results;  this  one  is  unique  in  the  explicit  analysis 
of  organizational  impediments  to  greater  access.     The  author  used 
trend  data  for  1963  and  1970  to  show  that  the  effort  to  remove 
financial  barriers  has  improved  access  for  the  low-income  population 
as  a  whole,  but  the  benefits  have  not  been  equally  distributed. 
The  poor  with  no  insurance  and  no  regular  source  of  care  experienced 
the  largest  decline  in  the  use-disability  ratio  of  any  group  from 
1963  to  1970  while  those  with  a  family  doctor  fared  better  than 
anyone  else. 

The  use-disability  ratio  was  calculated  for  low,  middle,  and 
high  income  groups  and  by  categories  of  financing  and  access  to 
care.     The  sample  population  was  taken  from  a  national  survey 
conducted  by  the  Center  for  Health  Administration  Studies  of  the 
University  of  Chicago.     Similar  questions  regarding  length  of 
disability,   sources  of  medical  care,  etc.,  were  used  in  both  1963 
and  1970.     The  sample  was  limited  to  those  respondents  with  at 
least  one  disability  day  in  the  previous  year;  43  percent  of  the 
population  satisfied  this  critieria  in  1963  and  48  percent  in  1970. 
The  use-disability  ratio  was  then  calculated  as  the  ratio  of  the 
mean  number  of  physician  visits  to  the  mean  number  of  disability 
days.     The  ratio  as  well  as  a  standardized  index  are  presented  in 
tabular  form;  the  standardized  form,  calculated  as  the  proportion 
of  the  ratio  for  the  white  population,  provides  more  expli^  t 
information  as  to  the  variation  among  groups.  The  use-disability 
ratio  was  positively  associated  with  income  in  both  1963  and 
1970,  but  the  difference  between  groups  was  substantially  smaller 
in  the  latter  year.     Declines  in  the  use-disability  ratio  were  exper- 
ienced by  all  income  groups  but  those  with  no  regular  source  of  care 
suffered  the  most.     The  ratio  declined  because  of  both  a  decline  in 
physician  visits  by  persons  with  disabilities  and  increases  in  disability 
days  for  persons  with  reported  disabilities.     A  lack  of  voluntary 
insurance  was  associated  with  larger  declines  for  the  middle  and  high 
income  groups,  but  made  little  difference  for  the  poor.     Of  all  the 
groups,  the  poor  with  a  family  doctor  but  no  insurance  experienced  the 
smallest  change  in  access  to  care  while  the  poor  with  no  insurance  and 
no  regular  source  of  care  experienced  a  70  percent  decline. 

The  author  uses  the  data  on  the  use-disability  ratio  to 
support  the  contention  that  federal  programs  to  improve  access 
to  medical  care  should  be  oriented  toward  removing  organizational 
as  well  as  financial  barriers. 

*  *  * 
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Foltz,  Anne-Marie  and  Brown,  Donna,  "State  Response  to  Federal  Policy: 
Children,  EPSDT,   and  the  Medicai  Muddle."    Medical  Care  13  (August 
1975):630-42. 


This  paper  focuses  on  the  implementation  of  the  federal-state 
health  care  program  for  needy  children,  EPSDT,   in  the  state  of  Connecticut. 
Major  ambiguities  in  the  federal  legislation  with  respect  to  administra 
tive  responsibility,  costs,  eligibility,  and  scope  of  services  have 
caused  long  delays  and  considerable  confusion.     During  its  first  full 
year  of  implementation  (1973-74),  EPSDT  had  little  impact  on  health 
care  services  for  children;   in  Connecticut,  only  5  percent  of  the 
eligible  poulation  was  reached,  approximately  the  same  number  receiving 
care  from  alternative  sources  in  previous  years. 

The  authors  investigated  the  reasons  for  the  rather  unsuccessful 
start  of  EPSDT  using  information  from  questionnaires  sent  to  both 
providers  and  non-providers,  personal  interviews  with  local,   state  and 
federal  officials  and  various  sources  of  documentation.     The  four  main 
problem  sources  were  (1)  no  new  services  were  provided  that  were  not 
previously  funded  by  local  and  private  sources;  (2)  no  improvement  in 
the  fragmented  organization  of  services,   (3)  relegation  of  the  Health 
Department,  with  its  greater  experience  in  health  services,   to  the 
minor  role  of  advisor  to  the  Welfare  Department,   and  (4)  federal-state 
conflicts,  particularly  over  the  question  of  the  requisite  level  of 
funding. 

*  *  * 


Davis,  Karen  and  Reynolds,  Roger.     "The  Impact  of  Medicare  and  Medicaid 
on  Access  to  Medical  Care."  in  The  Role  of  Health  Insurance  in  the 
Heatlh  Services  Sector:     A  Conference  of  the  Universities-National 
Bureau  for  Economic  Research,   edited  by  Richard  Rosett.     (New  York: 
Neale  Watson  Academic  Publisher  for  the  National  Bureau  of  Economic 
Research,  1976). 

Using  data  on  3,163  public  assistance  recipients  in  the  1969 
Health  Interview  Survey,  Davis  and  Reynolds  estimated  a  model  of 
medical  services  utilization.     They  used  the  number  of  chronic  conditions 
and  days  of  restricted  activity  as  measures  of  health  status;  dummy 
variables  were  used  for  several  age  and  education  groups  along  with 
separate  dummies  for  blacks  living  in  the  South,  blacks  outside  the 
South,    females,   females  in  child-bearing  years,   and  employment  status. 
A  variable  for  family  size  was  included  as  well  as  measures  of  the 
availability  of  services,   physician  and  hospital  beds  per  1000  population. 
The  model  was  estimated  using  Tobit  techniques  for  three  dependent 
variables:     physician  visits  in  the  two  weeks  prior  to  the  interview, 
hospital  episodes,   and  hospital  days  for  the  preceding  year. 
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Health  status  measures  all  had  positive  signs  and  were  highly 
significant.     Measures  of  availability  were  insigificant  and  showed 
fluctuating  signs  on  the  physician  coefficients.     Females,  blacks, 
members  of  large  families,   and  recipients  who  are  employed  received 
fewer  benefits  than  others,  other  things  equal.     Predicted  utiliza- 
tion levels  from  separate  regressions  indicate  that,  adjusting  for 
health  status  and  personal  characteristics,  public  assistance 
recipients  use  more  services  than  other  low  income  persons.  Medicaid 
does  seem  to  have  improved  access  to  medical  care  for  the  eligible 
population.     Among  persons  with  "poor"  health  status,  public 
assistance  recipients  were  predicted  to  use  7.10  physician  visits 
and  3.47  hopsital  days;  other  low  income  persons  were  predicted  to 
use  5.12  visits  and  2.04  hospital  days. 

Using  separate  regressions  for  the  elderly  pouplation  of  all 
income,  the  authors  conclude  that  the  elimination  of  Medicare  Part 
B  cost-sharing  burdens  for  elderly  Medicaid  eligibles  brings  their 
utilization  rates  to  that  of  the  middle-income  elderly. 

*  *  * 


Davis,  Karen.     "Medicaid  Payments  and  Utilization  of  Medical 
Services  by  the  Poor."  Inquiry  13  (June  1976) : 122-35 . 

In  this  article,  the  author  presents  statistical  avidence  of 
Medicaid's  progress  in  providing  increasing  levels  of  health 
care  services  to  the  poor.     Medicaid  has  failed,  however,  to 
spread  these  benefits  over  the  poor  population  and  many  needy 
people  have  received  little  or  no  assistance. 

The  average  level  of  service  per  recipient  has  changed  little 
over  Medicaid's  history;  the  main  cause  of  the  tremendous  rise 
in  total  expenditures  are  increasing  numbers  of  eligibles,  higher  medi 
cal  costs,   and  a  greater  number  of  Medicaid  recipients  in  nursing 
homes.     The  effect  of  the  Medicaid  program  has  been  to  increase  the 
utilization  of  health  care  services  by  the  poor  relative  to  the 
rich.     With  no  adjustment  for  health  status,  the  average  number  of 
physician  visits  for  low  income  families  in  1974  was  higher  than 
for  middle  and  high  income  brackets.     These  figures  can  be  misleading 
though,  as  the  need  for  care  varies  significantly  with  income  and 
racial  classes.     The  author  suggests  a  "crude  adjustment"  for 
health  status  in  which  visitation  rates  are  calculated  on  the  basis 
that  the  individual  incurred  the  average  level  of  chronic  illness 
and  restricted  activity  days  for  his  particular  age  group;  these 
average  numbers  were  derived  from  the  1969  Health  Interview  Survey 
performed  by  the  National  Center  for  Health  Statistics.  The 
results  of  this  approach  showed  poor  people  on  public  aid  using  the 
same  amount  of  physician  services  as  the  middle  income  group, 
while  the  poor  who  did  not  receive  aid  averaged  significantly  lower 
utilization  rates.     As  reflection  of  the  quality  and  convenience  of 
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Medicaid-supported  service,   the  same  data  source  indicated  significantly 
greater  waiting  and  travel  times  than  for  those  independently 
paying  for  the  service.     Medicaid  recipients  were  much  more  likely 
to  use  the  outpatient  department  in  place  of  a  private  physician 
but  this  did  not  necessarily  imply  that  they  were  receiving  services 
of  inferior  quality. 

While  a  large  disparity  exists  in  utilization  rates  and 
financial  burden  between  the  poor  covered  by  Medicaid  and  those  who 
are  not,  there  are  also  major  inequities  in  the  distribution  of 
benefits  among  recipients.     Comparisons  on  the  basis  of  race,  age, 
region  and  residence  were  derived  from  data  in  various  published 
and  unpublished  HEW  documents  for  the  years  1960  and  19  70.  Differences 
in  state  programs  are  responsible  for  much  of  the  inequities  in 
distribution,  with  most  states  in  the  South  providing  significantly 
lower  average  payments  than  the  rest  of  the  nation.     A  comparison 
of  rural  to  urban  areas  shows  the  former  to  receive  far  fewer 
benefits,  particularly  for  the  lower  age  groups.     As  for  differences 
by  race,  payments  for  whites  were  75  percent  greater  than  for 
blacks;  the  gaps  are  even  greater  between  blacks  and  whites  in 
rural  areas  for  those  over  65. 


*  *  * 


Donabedian,  Avedis.     "Effects  of  Medicare  and  Medicaid  on  Access  to  and 
Quality  of  Health  Care."     Public  Health  Reports  91  (July-August 
1976):322-30 

In  this  article,   the  author  reviews  the  literature  providing 
both  supportive  and  contradictory  evidence  as  to  the  success 
of  Medicare  and  Medicaid  in  equalizing  health  services  between 
the  rich  and  the  poor.     While  this  article  is  basically  descriptive, 
a  large  number  of  more  quantitative  studies  are  referenced. 

Many  of  the  surveys,  particularly  those  for  urban  areas,  show 
the  needy  to  have  significantly  increased  their  use  of  health 
services.     One  study,  however,  shows  the  poor,  even  when  qualified 
for  public  assistance,   to  still  use  fewer  physicians  and  hospital 
services  when  adjustments  are  made  for  health  status.     The  author 
also  considers  the  more  elusive  question  of  the  quality  of  care 
provided  to  the  Medicaid  and  Medicare  recipients.     One  major 
problem  is  that  the  physicians  willing  to  provide  such  services  are 
limited  in  number  and,  in  many  cases,  work  under  unsatisfactory 
conditions.     As  to  the  incidence  of  public  aid  programs  fostering 
excessive  services,  studies  have  shown  high  rates  of  surgery  and 
treatment  for  those  on  Medicaid,  but  again  the  evidence  is  not 
conclusive. 


*  *  * 
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Hall,  CP.;  Flueck,  H.A.  ;  and  McKenna,  W.F.     "Medicaid  and  Cash  Welfare 
Recipients:     An  Empirical  Study."     Inquiry  14  (March  1977):43-50. 

This  article  analyzes  the  utilization  of  hospitalization,  physician 
services,  dental  care,  eye  care  and  prescription  drugs  by  noninstitu- 
tionalized  Medicaid  cash  welfare  recipients.     Data  for  the  study 
consist  of  tabulations  derived  from  a  personal  interview  survey  of  more 
than  8,000  recipients  in  four  metropolitan  areas  (Atlanta,  Little  Rock, 
Oklahoma  City,  and  Trenton).     The  sites  were  chosen  to  provide  variation 
in  the  coverage  of  Medicaid  optional  services. 

Because  of  the  different  age  and  health  status  characteristics  in 
patients  in  different  eligibility  categories,   utilization  was  found  to 
differ  considerably  between  these  groups,  with  the  elderly  and  disabled 
(OAA  and  APTD)  showing  heavy  use  of  physician  and  hospital  services, 
prescriptions,   and  eye  care  services.     AFDC  eligibles,  by  contrast, 
made  disproportionate  use  of  dental  services.     Use  of  services  in  all 
categories  were  positively  associated  with  the  extent  of  coverage  of 
optional  services.     Little  support  was  found  for  the  hypothesis  that 
limited  coverage  of  optional  services  might  lead  to  increased  use  of 
the  more  expensive  mandatory  services.     The  percentage  of  eligibles 
reporting  unmet  medical  need  is  inversely  related  and  self-reported 
health  status  is  ositively  related  to  the  extent  of  Medicaid  coverage. 
Whites  in  the  sample  apparently  seek  more  health  care  services  than 
blacks;  but  because  they  more  frequently  incur  out-of-pocket  expenses, 
it  seems  that  much  of  this  care  is  obtained  outside  of  the  Medicare 
system.     Blacks  reported  more  unmet  medical  need  than  whites. 

*  *  * 


Egbert,  Lawrence  D.and  Rotherman,  Ilene  L.     "Relation  Between  the  Race 
"    and  Economic  Status  of  Patients  and  Who  Performs  Their  Surgery." 
New  England  Journal  of  Medicine  297  (July  14,  1977):90-91. 

This  study  investigates  the  relationship  between  the  race  and 
economic  status  of  surgical  patients  and  the  likelihood  of  being 
treated  by  a  resident  surgeon  rather  than  a  staff  surgeon.     The  assump- 
tion is  that  resident  surgeons  who  are  surgeons  in  training,   are  less 
skilled  than  staff  surgeons  and  therefore,   provide  lower  quality 
care . 

Information  on  the  race  of  all  patients  who  underwent  gall  bladder 
or  inquinal  hernia  repair  operations  in  one  large  hospital  and  on  the 
status  of  the  responsible  surgeons  was  collected  for  the  years  1952 
through  1975.     A  subsample  of  all  such  operations  during  the  first  four 
weeks  of  Octo  ber,   1975,  was  also  obtained.     Included  in  this  data  was 
the  method  of  payment  (out-of-pocket,  Blue  Cross,  commercial  insurance, 
or  Medicaid)  and  emergency  status  of  each  operation. 
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The  method  of  analysis  used  to  demonstrate  racial  inequities  in 
the  distribution  of  surgical  services  was  relative  risk.     Relative  risk 
was  derived  by  dividing  the  likelihood  that  a  black  patient  would  be 
operated  on  by  a  resident  surgeon  by  the  likelihood  that  a  white 
patient  would  have  the  same  type  of  surgeon.     Differences  due  to  chance 
were  tested  by  chi-square  tests. 

The  analysis  determined  that  blacks  were  2.2  to  4.3  times  more 
likely  than  whites  to  be  under  the  care  of  resident  surgeons.     When  the 
effects  of  payment  status  and  emergency  status  were  controlled,  inequities 
persisted  between  black  and  white  patients.     The  analysis  shows  Medicaid 
patients  were  more  likely  to  be  cared  for  by  residents  than  patients 
who  paid  directly  or  through  insurance.     Blacks  and  whites  covered  by 
Medicaid,  however,  were  equally  likely  to  receive  care  by  residents. 

*  *  * 


Okada,  Louise  M.   and  Wan,  Thomas  T.H.     "Medicaid,  Medicare,  and  Private 
Health  Insurance  Coverage  in  Five  Urban  Low-Income  Areas." 
Inquiry  15  (December  1978) : 336-44 . 

The  purpose  of  this  study  was  to  identify  and  analyze  variations 
in  third  party  insurance  coverage  between  geographic  areas  and  by 
socioconomic  characteristics.     Localized  data  from  five  urban  areas  on 
Medicaid,  Medicare  and  private  health  insurance  coverage  was  used  to 
assess  the  adequacy  of  the  current  insurance  system  in  meeting  the 
health  needs  of  the  urban  poor.     The  results  showed  a  considerable 
portion  of  the  under-65  population  to  be  without  any  health  insurance. 
Due  to  the  lack  of  uniformity  in  Medicaid  programs,   there  was  consider- 
able variation  in  the  proportion  of  individuals  covered  in  each  area. 
The  data  also  showed  that  blacks  were  more  likely  to  have  some  form  of 
third-party  insurance  than  whites,  with  Medicaid  more  than  compensating 
for  the  low  private  insurance  coverage  of  blacks.     The  over-65  group 
faired  the  best,  with  almost  universal  coverage  by  the  relatively 
uniform  Medicare  program. 

A  household  survey  conducted  in  1975  in  low  income  areas  in  the 
cities  of  Boston,  Charleston,  Atlanta,  Kansas  City,  and  Palo  Alto 
provided  the  data  for  the  analysis.     Approximately  1,500  households 
completed  interviews  at  each  location,  responding  to  question  on 
income,  health  status,  and  type  of  insurance  coverage.     The  results 
are  presented  in  tables  with  separate  categories  for  various  sociodemo- 
graphic  characteristics,  health  status  and  type  of  coverage.  A  multiple 
classification  analysis  was  also  performed  with  third  party  coverage  as 
a  one/zero  dependent  variable.     Of  the  five  independent  variables 
(age,  race,   income,  geographic  area,   and  health  status),   income  was  the 
most  important  explanatory  factor.     All  five  variables  together  explained 
32  percent  of  the  variation  in  the  probability  of  Medicaid  coverage  and 
24  percent  of  the  variability  in  private  insurance  coverage. 
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The  sample  populations  in  all  five  areas  were  characterized  by  a 
much  lower  incidence  of  private  health  insurance  than  the  national 
average.     While  Boston  and  Atlanta  had  the  lowest  percentages  of 
households  with  private  health  insurance,  they  had  much  higher 
participation  in  the  Medicaid  program  than  the  other  three  areas. 
Large  variations  in  state  Medicaid  coverage  are  directly  related  to 
variations  in  welfare  coverage.     The  author  suggests  greater 
uniformity  in  the  welfare  system  which  would  in  turn  spread  Medicaid 
benefits  to  those  presently  not  covered  by  any  insurance  but  least 
able  to  pay  for  medical  expenses. 

*  *  * 


Skinner,  Elizabeth  A.;  German,  Pearl  S.;  Shapiro,  Sam;  Chase,  Gary 
A. ;  and  Zauber,  Ann  G.     "Use  of  Ambulatory  Health  Services  by 
the  Near  Poor."    American  Journal  of  Public  Health  69  (December 
1979) : 1195-1201. 

This  analysis  of  health  services  utilization  shows  the  near 
poor  using  fewer  ambulatory  care  services  than  Medicaid  eligibles 
and  persons  with  sufficient  income  to  meet  the  cost  of  health  care. 
The  investigators  show  that  this  pattern  is  particularly  true  among 
those  classified  as  in  poor  health.     The  individual's  primary 
source  of  care  influences  utilization  patterns,  however.     In  addition, 
differences  in  health  care  utilization  across  all  three  populations 
disappear  for  episodic  conditions  but  do  persist  for  chronic  health 
prob lems . 

These  findings  are  based  on  a  household  survey  of  three 
populations  of  East  Baltimore,   a  low-income,   predominantly  black 
community  whose  primary  source  of  ambulatory  care  is  Johns  Hopkins 
Hospital.     The  three  household  samples  are  defined  by  (1)  membership 
in  a  health  maintenance  organization,  the  East  Baltimore  Medical 
Plan  (EBMP) ;   (2)  public  housing  residents  who  are  not  EBMP  members; 
and  (3)  residents  within  a  12  census-tract  area  who  are  not  located 
in  the  housing  projects  or  members  of  EBMP.     The  investigators  focused 
their  analysis  on  all  adults  aged  18  through  64  in  the  study  and 
categorized  them  into  three  groups:     Medicaid  eligibles,   the  near-poor, 
and  the  non-poor.     The  survey  collected  information  on  health  status, 
usual  source  of  ambulatory  care,  volume  of  services  used  during  six 
months  prior  to  the  interviews  in  1974,  and  the  presence  of  episodic 
illnesses  or  a  chronic  condition,  high  blood  pressure. 

The  study  concluded  that  the  near-poor  consistently  use 
ambulatory  care  services  less  often  than  the  other  two  income 
groups.     When  examined  by  usual  source  of  care,  these  patterns 
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persist.     However,  differences  in  utilization,  measured  by  percentage 
of  non-users  and  mean  number  of  visits,  were  lower  between  Medicaid 
eligibles  and  the  near-poor  for  those  naming  EBMP  as  their  usual 
source  of  care.     When  controlling  for  health  status,  the  patterns 
described  above  continue  as  well.     The  authors  also  show  that 
Medicaid  eligibles  with  high  blood  pressure  were  more  likely  to  be 
under  regular  care  than  the  near  poor.     Multiple  regressions  on 
each  of  the  three  samples  lend  further  support  to  these  findings. 

*  *  * 


Sloan,  Frank  A.  and  Bentkover,  Judith  D.     "Utilization  of  Physicians' 
Services:     A  Time  Series  Analysis."     Chapter  3  in  Access  to 
Ambulatory  Care  and  the  U.S.  Economy  (Lexington,  Mass.: 
Lexington  Books,   1979) . 

Sloan  and  Bentkover  present  tabular  and  ordinary  least  squares 
(OLS)  regression  analyses  based  on  aggregate  quarterly  data  from  the 
Health  Interview  Survey  (HIS)   for  years  1969-1975.     The  tabular 
data  indicates  that  unemployed  persons  exhibit  higher  utilization 
than  the  employed.     After  adjusting  for  health  status,  the  unemployed 
seem  to  have  less  access.     (Health  status  here  is  measured  by  days 
of  restricted  activity  and  bed  disability  days.) 

Explanatory  variables  in  the  regression  analysis  were  limited 
by  the  small  sample  size.     Regressions  were  performed  separately 
for  four  age  groups  and  the  entire  population.     Utilization  (the 
dependent  variable)  was  defined  as  the  number  of  doctor  visits  per 
person.     The  specification  also  included  as  explanatory  variables  a 
lagged  dependent  variable,  real  per  capita  income;   the  unemployment 
rate  (as  a  rough  measure  of  changes  in  time  price);  a  measure  of 
insurance  coverage;  physicians  per  capita;   and  the  inflation  rate. 
The  results  show  that  income  has  a  strong  positive  effect  on 
utilization  with  elasticities  in  the  range  from  .4  to  1.3,  higher 
estimates  than  usually  obtained  in  cross-sectional  analysis. 
Inflation  seems  to  show  a  direct  negative  effect  on  utilization  but 
also  tends  to  worsen  health  status  so  that  the  net  effect  is 
minimal.     The  results  suggest  that  the  reduction  in  time  price 
associated  with  unemployment  dominates  the  direct  income  effect. 
The  measure  of  health  status  shows  the  highest  signficance  and  their 
effect  varies  according  to  age,  with  the  effect  strongest  for 
children  and  considerably  less  for  the  elderly.     Insurance  coverage 
and  physician  availability  seemed  to  show  little  effect  perhaps 
due,   in  part,   to  the  absence  of  cyclical  variability. 

*  ■*  * 
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Sloan,  Frank  A.   and  Bentcover,  Judith  D.     "Access  in  1974:     A  Cross 
Sectional  Analysis."     Chapter  4  in  Access  to  Ambulatory  Care 
and  the  U.S.  Economy  (Lexington,  Mass.:     Lexington  Books,  1979. 

Using  data  from  the  1974  Health  Interview  Survey  for  both 
tabular  and  multiple  regression  analysis  the  authors  analyze  the 
qualitative  and  convenience  aspects  of  health  care  access.  Tabular 
data  indicates  that  controlling  for  age  and  income,  employed 
household  heads  were  more  likely  than  unemployed  heads  to  see  one 
particular  doctor,  to  be  cared  for  at  a  private  office  and  to  rely 
on  employee  benefits  rather  than  personal  health  insurance  or 
welfare  to  cover  their  medical  expenses.     Unemployed  heads  were 
more  likely  to  visit  emergency  rooms  and  clinics  or  to  use  the 
telephone  to  communicate  with  the  doctor,   and  were  more  likely  to 
encounter  barriers  to  obtaining  care  such  as  lack  of  transportation 
and  difficulties  in  obtaining  appointments. 

The  authors  use  ordinary  least  squares  (OLS)  to  analyze  a 
sample  of  8,656  household  heads  with  respect  to  three  binary 
dependent  variables:     a  dummy  for  having  a  usual  source  of  care,  a 
dummy  for  having  encountered  problems  in  obtaining  care,  and  a  dummy 
for  reporting  no  unmet  health  care  needs.     They  included  variables 
for  sex,  age  groups,  race,   family  income,  education,  region  of 
residence,  SMSA-non-SMSA  residence,   employment  status,   family  size, 
and  health  status.     The  coding  of  employment  status  variables 
permits  separate  analysis  for  persons  with  short  or  long  periods  of 
employment  or  unemployment.     The  R    of  the  regressions  are  generally 
low  but  most  coefficients  are  significant  at  the  10  percent  level. 

Family  income  increases  the  likelihood  of  having  a  regular 
source  of  care;   unemployment  reduces  the  likelihood.     Family  size 
and  education  have  a  positive  effect  on  continuity  of  care.  Males 
were  somewhat  less  likely  than  females  to  have  a  regular  source  of 
care.     Race  was  not  significant.     Persons  with  the  best  health 
status  were  most  likely  to  have  a  usual  source  of  care. 

The  poor  and  long-term  unemployed  have  above-average  chances 
of  encountering  problems  in  obtaining  care.     Education  shows  a 
positive  (and  significant)  association  with  problems  in  seeking 
care.     Although  household  heads  with  limitations  are  more  likely  to 
have  usual  sources  of  care,   they  also  tend  to  encounter  more  problems 
in  obtaining  care.     Household  heads  living  in  central  cities  are  less 
likely  than  others  to  have  a  usual  source  of  care  but  do  not  report 
more  problems  in  obtaining  care.     Residents  of  farms  have  better  than 
average  access.     With  respect  to  unmet  needs,   the  poor  and  unemployed 
again  show  less  access  than  others. 

Overall,  the  poor  and  unemployed  show  worse  access  as  do  persons 
with  activity  limitations.     Non-whites  are  generally  worse  off  than 
whites  but  report  fewer  problems  obtaining  care  than  do  whites.  The 
authors  conclude  that  reducing  unemployment  would  not  have  a  large 
effect  on  the  population's  access  to  care. 

*  *  * 
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III.       FEES  AND  PHYSICIAN  PARTICIPATION 
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Holahan,  John.     "Physician  Services."     Chapter  4  in  Financing  Health 
Care  for  the  Poor.     (Lexington,  Mass.:     Lexington  Books,  1975). 

This  chapter  is  based  on  an  empirical  analysis  of  variations 
among  states  in  utilization  of  physician  services  by  the  poor, 
specifically  by  cash  assistance  recipients.     Separate  data  are 
available  for  two  categories  of  physician  services:     (1)  medical 
services,  and  (2)  hospital  outpatient  services.    Medical  services 
included  services  rendered  in  physicians'  offices  or  in  hospital 
inpatient  settings  by  separately-billed,  office-based  physicians,  as 
well  as  independent  laboratory  and  radiological  services.  Hospital 
outpatient  services  included  all  services  rendered  by  physicians  and 
other  professionals  in  hospital  outpatient  settings  (including 
laboratory  and  radiological  services)  for  which  billings  are  made  by 
the  hospital. 

The  data  source  is  the  same  as  in  the  study  described  in 
chapter  three  ("Hospital  Inpatient  Care" — see  previous  abstract); 
i.e.,  pooled  data  from  all  states  from  1969  and  1970,  provided  by 
the  National  Center  for  Social  Statistics  (NCSS).     The  eligible 
population,  again,  was  composed  of  the  disabled,  and  AFDC  children 
and  non-aged  adults.     The  dependent  variable,  physician  services 
utilization,  was  again  divided  into  two  components:     users  per 
eligible  and  expenditures  per  user,  and  the  regressions  for  each 
component  were  estimated  separately  for  each  of  the  three  sub- 
populations. 

Reimbursement  arrangements  appeared  to  have  no  consistent 
affect  on  the  users  per  eligible  ratios.     However,   the  reimbursement 
variable  was  positive  and  significant  in  the  expenditures  per  user 
equations  for  all  three  groups.     The  differences  in  the  impact  on 
the  two  utilization  measures  was  probably  due  to  the  fact  that  the 
users  per  eligible  ratio  largely  reflects  patient  decisions,  while 
the  expenditures  per  user  ratio  is  more  frequently  physician- 
controlled.     The  results  suggest  that  fee  schedules  reduce  expendi- 
tures on  physician  services  per  user:     (1)  by  $68.96  for  the  dis- 
abled, $13.22  for  children,  and  $64.81  for  adults,  relative  to 
customary  and  usual  charges  with  maximum  charges  at  the  75th  percen- 
tile, and  (2)  by  $35.45  for  the  disabled,   $9.35  for  children,  and 
$44.15  for  adults,  relative  to  customary  and  usual  charges  with 
lower  maximum.     Mean  expenditures  on  physician  services  per  user 
were  $120.47  for  the  disabled,  $39.59  for  children,  and  $92.12  for 
adults.     The  reimbursement  variable  was  used  in  preliminary  out- 
patient service  equations>    The  variable  was  not  significant  in  any 
utilization  equations,  thus  providing  no  evidence  that  restrictive 
reimbursement  arrangements  result  in  a  substitution  of  hospital 
outpatient  services  for  physician  services.     Even  if  fee  schedules 
result  in  the  provision  of  fewer  medical  services,  it  does  not 
appear  to  cause  an  increase  in  hospital  outpatient  care  in 
compensation. 
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As  in  the  hospital  inpatient  care  study,  physician  availability 
was  found  to  affect  the  level  of  physician  services  utilization. 
The  availability  of  physicians  in  office-based  settings  strongly  and 
positively  affected  the  level  of  expenditures  per  user  of  medical 
services.     A  one  percent  differential  in  the  physician-population 
ratio  was  associated  with  a  .33  percent  to  .40  percent  differential 
in  expenditures  per  user.     The  availability  of  physicians  in  outpa- 
tient settings  significantly  affected  the  percentage  of  eligibles 
using  those  services.     It  did  not  appear  to  affect  the  level  of 
expenditures  per  user,  perhaps  because  of  the  different  incentives 
facing  hospital-based  physicians.     In  addition,   an  increase  in  the 
relative  availability  of  primary  care  physicians,  vis-a-vis  special- 
ists, appeared  to  increase  the  percentage  of  eligibles  using  medical 
services  in  office-based  settings. 

Again,  eligibles  differentially  utilized  physician  services. 
Urban  residents,  while  showing  no  difference  in  their  use  of  medical 
services,   showed  significantly  greater  use  of  outpatient  services. 
Non-white  Medicaid  eligibles  (even  when  controlled  for  income, 
education,  and  other  factors)  were  less  likely  to  use  medical 
services,  but  showed  no  difference  in  use  of  outpatient  services. 

*  *  * 


Holahan,  John.     "Hospital  Inpatient  Care."     Chapter  3  in  Financing 
Health  Care  for  the  Poor.     (Lexington,  Mass.:  Lexington 
Books,  1975) 

This  chapter  is  based  on  an  empirical  analysis  of  variations 
among  states  in  hospital  utilization  by  the  poor,   specifically,  by  a 
population  of  cash  assistance  recipients.     The  investigator  attemp- 
ted to  determine  the  influence  on  hospital  utilization  of  certain 
variables  which,   theoretically,  may  be  manipulated  by  public  policy 
— e.g.,  reimbursement  arrangements,  bed  and  physician  availability, 
and  prices.     The  impact  of  these  and  several  additional  independent 
variables — mostly  reflecting  characteristics  of  the  eligible  popula- 
tions (e.g.,   income,  race,   education) — was  investigated  with  stan- 
dard multiple  regression  methods. 

The  dependent  variable,  hospital  utilization  expenditure,  was 
divided  into  two  components:     users  per  eligible  (a  proxy  for 
hospital  admissions)  and  expenditures  per  user  (reflecting  several 
aspects  of  inpatient  hospital  service  including  length  of  stay, 
intensity  of  care,  quality  of  service,   and  price).     Because  the  two 
component  variables  are  likely  to  be  influenced  differently  by 
various  regressors,   the  regressions  for  each  were  estimated  separ- 
ately.    The  regression  results  were  reported  separately  for  the 
three  subpopulations  which  comprise  the  eligibles:     (1)  the  disabled 
(APTD  recipients),   (2)  AFDC  children,   and  (3)  AFDC  adults  (excluding 
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the  aged).     The  data  on  users  and  expenditures  for  all  services,  for 
all  aid  categories,   and  for  all  states  were  provided  by  the  National 
Center  for  Social  Statistics   (NCSS),   and  included  pooled  data  from 
1969  and  1970. 

The  results  of  the  regression  equations  for  the  three  popula- 
tion groups  were  presented,  with  elasticity  estimates  for  the  more 
important  variables.     Physician  reimbursement  arrangements  were 
found  to  affect  utilization;  e.g.   states  using  the  customary  and 
usual  fee  method  of  reimbursement  (as  opposed  to  fee  schedules)  had 
higher  average  expenditures  per  user  of  inpatient  care  by  $260  for 
the  disabled,  $79  for  children,  and  $178  for  adults.     The  mean 
hospital  inpatient  expenditures  per  user  were  $1038  for  the  disabled, 
$369  for  children,  and  $533  for  adults.     The  large  differences  could 
have  been  due  to  higher  quality  care,  use  of  more  expensive  hospi- 
tals,  longer  stays,   and/or  more  services  per  stay. 

Furthermore,   physician  availability  strongly  affected  the  level 
of  expenditures  per  user  of  hospital  services,   perhaps  reflecting 
the  quality  and  intensity  of  care.     In  addition,  the  attitude  of  the 
state  toward  the  progam,   as  reflected  in  the  optional  services  it 
chose  to  include  did  appear  to  affect  the  use  of  hospital  services — 
states  with  more  generous  expenditures  for  optional  services  had 
higher  rates  of  hospital  utilization. 

Contrary  to  the  author's  hypothesis  and  the  results  of  other 
research,  hospital  bed  availability  did  not  affect  the  use  of 
hospital  inpatient  services  by  Medicaid  eligibles,  possibly  reflect- 
ing the  effects  of  utilization  review  requirements.  However, 
hospital  bed  utilization  was  found  to  be  lower  in  states  where  the 
ratio  of  public  beds  to  total  beds  was  high.     State  and  local 
hospitals  appear  to  be  less  concerned  with  low  occupancy  rates, 
i.e.,  traditional  theories  concerning  the  relationship  of  bed  supply 
to  utilization  may  not  apply. 

Finally,  eligibles  differentially  utilized  hospital  inpatient 
care;  white  children,  and  children  under  five,  were  more  likely  to 
be  users  of  inpatient  services  than  other  children.     Likewise,  women 
under  35  were  more  likely  to  use  inpatient  services  than  other 
adults. 


*  *  * 
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Report  of  the  Office  of  the  Auditor  General  of  California,  "Report 
on  Provider  Participation  in  the  Medi-Cal  Fee-For-Service 
Program"  (May  1975). 

This  report  addresses  the  trends  in  the  participation  of  individual 
and  institutional  medical  care  providers  in  Medi-Cal 's  fee-f or-service 
program.     Summarized  in  the  report  are  the  changes  in  the  total  number 
of  medical  care  providers,  number  of  claims  submitted,  and  dollars  paid 
for  each  provider  category  between  1973  and  1974.     Written  in  response 
to  a  legislative  request,   the  report  attempts  to  refute  a  claim  made  to 
the  California  Medical  Association  in  February  1975,  that  37  percent  of 
its  member  physicians  surveyed  probably  or  definitely  would  not  accept 
new  Medi-Cal  patients. 

The  primary  data  source  for  this  report  was  the  provider's 
earnings  file  maintained  by  Medi-Cal  Intermediary  Operations,  a 
private  affiliate  of  California's  Medicaid  fiscal  intermediaries. 
Information  was  obtained  on  44,000  out  of  the  50,600  providers  who 
participated  in  Medi-Cal's  fee-for-service  program  in  1973  and  1974. 

The  results  reveal  significantly  different  trends  in  Medi-Cal 
participation  among  the  various  types  of  providers.     Physician  par- 
ticipation was  found  to  be  increasing,  due  completely  to  an  increase 
in  participation  by  group  practice  physicians.     Most  provider  types 
showed  significant  increases  in  claims  submitted  and  dollars  paid. 

The  data  encompass  the  differences  in  provider  participation 
between  two  years  only  and  no  attempt  is  made  to  explain  the  changes 
that  did  occur  between  1973  and  1974. 

*  ■*  * 


Jones,  M.W.  and  Hamburger,  B.     "A  Survey  of  Physician  Participation 
in  and  Dissatisfaction  with  the  Medi-Cal  Program."  Western 
Journal  of  Medicine  124  (January  1976): 75-83. 

In  an  effort  to  identify  reforms  that  would  encourage  physician 
participation  in  California's  Medicaid  program  (Medi-Cal),  the  Cali- 
fornia Medical  Association  sent  questionnaires  to  a  random  sample  of 
1200  members  in  private  practice.     Physicians  who  had  dropped  out 
of  the  program  were  sent  a  follow-up  questionnaire  to  identify  problem 
areas.     The  survey  found  that  25.6  percent  of  CMA  members  see  at  least 
one  Medicaid  patient  but  have  practices  that  consist  of  less  than  5 
percent  Medicaid  patients.     An  additional  6.3  percent  treat  no  Medi-Cal 
patients.     A  substantial  number  of  physicians  (14.9  percent)  have 
practices  consisting  of  more  than  25  percent  Medicaid  patients.  General 
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and  family  practice  doctors  and  pediatricians  show  the  highest  partici- 
pation rates;   internists,  obstetrician/gynecologist s  and  orthopedists 
seem  the  most  reluctant  to  treat  Medi-Cal  patients. 

Although  most  physicians  show  some  involvement  with  Medi-Cal, 
only  a  minority  (43.1  percent)  expressed  a  willingness  to  accept 
additional  Medi-Cal  patients.     About  23  percent  of  respondents  (primar- 
ily those  with  low  current  participation)  indicated  that  they  planned 
to  actually  reduce  their  involvement  with  Medi-Cal.     However,  one  fifth 
of  physicians  with  large  Medicaid  practices  (over  25  percent  Medicaid) 
indicated  that  they  planned  to  reduce  their  Medi-Cal  caseload.  These 
data  clearly  indicate  that  in  the  future  a  smaller  proportion  of 
doctors  will  be  providing  care  to  a  larger  proportion  of  Medicaid 
recipients. 

A  majority  of  the  258  respondents  to  the  follow  up  question- 
naire indicated  that  low  reimbursement  was  a  "critical"  factor  in 
their  decision  to  curtail  participation,  and  over  45  percent  replied 
that  denial  of  reimbursement  and  bureaucratic  interference  with 
patient  care  were  also  "critical"  to  their  decision.  Excessive 
paperwork  was  seen  as  critical  by  a  third  of  the  respondents.  Low 
reimbursement  and  excessive  paperwork  seemed  to  be  especially 
important  to  surgical  specialists.     Delays  in  payment,  difficulty  in 
seeing  prior  authorization  and  an  inability  to  determine  the  amount 
the  doctor  will  be  paid  were  somewhat  less  important.     More  than  a 
quarter  of  all  respondents  indicated  that  they  often  experience 
retroactive  denial  for  services  already  provided. 

*  *  •* 


Studnick,  J.;  Saywell,  R.M. ;   and  Wiecheteck,  W.     "Foreign  Medical 
Graduates  and  Maryland  Medicaid,"  New  England  Journal  of 
Medicine  294  (May  20,  1976) : 1 153-1 157 . 

This  study  addresses  the  issue  of  whether  foreign  medical 
graduates  are  disproportionately  represented  among  physicians  who 
participate  in  the  Maryland  Medicaid  program.     The  study  population 
consisted  of  1842  office-based  solo  practitioners  who  received  $990 
or  more  from  the  Maryland  Medical  Assistance  program  in  fiscal  year 
1974.     The  FMG  and  USMG  subpopulat ions  were  compared  for  licensure 
status,  specialty,  board  certification  status,  and  geographical 
distribution.     Statistics  did  not  permit  identification  of  physi- 
cians primarily  engaged  in  non-patient  care  activities.     Data  were 
obtained  from  published  and  unpublished  statistics  of  the  Maryland 
Medical  Assistance  Program  and  from  the  AMA's  "Physician  Biograph- 
ical Record."    The  authors  employ  simple  tabular  analysis  without 
formal  tests  of  statistical  significance. 
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As  of  December  31,   1973,   22  percent  of  the  7077  licensed 
physicians  in  Maryland  were  FMGs ;  of  the  1842  Medicaid  vendors  in 
the  study  population,   36  percent  were  FMGs.     The  comparisons  show 
that  controlling  for  year  of  licensure,   FMGs  seem  to  participate  in 
the  Medicaid  program  at  a  consistently  higher  rate  than  USMGs.  The 
difference  in  participation  rates  is  particularly  large  for  the  most 
recent  years.     In  1972  and  1973,  828  of  the  2461  physicians  newly 
licensed  in  Maryland  were  FMGs,  but  122  of  the  130  Medicaid  vendors 
newly  licensed  in  these  years  were  FMGs. 

The  disproportionate  representation  of  FMGs  among  Medicaid 
vendors  was  found  to  be  limited  to  three  specialties:  primarily 
general  surgery  and  internal  medicine,  and  to  a  lesser  extent 
general  practice.     FMGs  in  other  specialties  were  found  to  be 
under-represented  among  Medicaid  vendors  in  1974.     These  specialty 
differences  in  participation  rates  seem  to  be  linked  to  differences 
in  board  certification  status.     In  1974,  48  percent  of  all  Maryland 
physicians  and  32  percent  of  all  FMGs  in  Maryland  were  board- 
certified.     Among  Medicaid  vendors,   however,   52  percent  of  the  USMGs 
were  certified  but  only  22  percent  of  FMGs  were.     Analyzing  statis- 
tics for  23  counties  and  Baltimore  city,   the  author  concludes  that 
FMG  vendors  are  over-represented  in  all  geographic  subdivisions  but 
that  their  over-representation  is  greatest  in  areas  that  are 
"physician-rich. " 

This  study  indicates  that  the  "typical  FMG  participant  in 
Maryland  Medicaid  is  a  general  surgeon  or  internist  who  is  not 
board-certified  and  practices  in  a  heavily  populated  area."  These 
results  also  support  speculation  that  FMGs  tend  to  serve  different 
populations  than  USMGs. 

*  *  * 


Holahan,  J.  and  Spitz,  B.     "Physician  Reimbursement,"  Chapter  I  in 
Altering  Medicaid  Provider  Reimbursement  Methods,  by  Holahan, 
J.;   Spitz,  B;  Pollak,  W;  and  Feder,  J.   (Washington,   D.C.:  The 
Urban  Institute,  June  1977). 

Reimbursement  for  physician  services  is  a  critical  issue  for 
state  Medicaid  programs.     This  chapter  analyzes  existing  reimburse- 
ment methods  and  the  options  open  to  states  to  control  charges  under 
these  methods  and  sets  forth  alternate  policy  options  for  states  to 
consider. 

The  two  main  reimbursement  strategies  currently  used  by  states 
are  usual,  customary  and  reasonable  systems  (UCR)  and  fee  schedules. 
UCR  sets  a  physician's  maximum  permissible  charge  by  limiting 
reimbursements  to  the  lowest  of  the  physician's  actual  charges, 
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his/her  median  charge  in  a  recent  prior  period,  or  the  75th  percen- 
tile of  charges  in  that  same  period  by  physicians  in  the  same 
specialty  and  geographic  area.     Fee  schedules  set  fixed  permissible 
charges  for  specific,  well-defined  procedures  based  on  a  relative 
value  schedule.     Both  systems  have  advantages  and  disadvantages  from 
administrative  and  incentive-producing  points  of  view. 

States  have  several  options  to  control  charges  under  both  these 
systems.     For  UCR  these  include:     placing  limits  on  the  rate  of 
increase  of  reasonable  charges;  defining  prevailing  charges  as  lower 
than  the  75th  percentile;  purposefully  failing  to  update  physicians' 
profiles;  and  exclusive  use  of  Medicaid  charges  in  developing  UCR 
charge  screens.     Changing  fee  schedule  arrangements  include:  freez- 
ing fee  schedules;  reducing  charges  throughout  the  schedule;  reducing 
charges  for  some  services  where  excess  supply  seems  to  prevail;  and 
permitting  a  moderate  rate  of  inflation. 

The  effectiveness  of  all  efforts  to  reduce  charges  and  there- 
fore costs  are  dependent  upon  the  response  of  physicians.     Some  poten- 
tial problems  associated  with  imposition  of  controls  include  reduced 
physician  participation  in  the  program,  hence  more  use  of  hospital 
outpatient  or  clinic  visits,  which  will  cancel  the  effect  of  at- 
tempts to  control  costs.     Controls  may  also  result  in  increases  in 
physician-induced  demand  for  services,   i.e.,  increased  use  of 
laboratory,  x-rays,  etc. 

Five  policy  options  for  states  to  consider  are  presented.  They 
include:   (1)  structuring  fee  schedules  so  fees  reflect  the  cost  of 
services  performed  in  a  technically  and  economically  efficient  manner; 
(2)  implementing  utilization  review  to  reduce  provision  of  unnecessary 
services;  (3)  increasing  physician  fees  where  reimbursement  levels 
are  very  low  which  may  increase  physician  participation  and  limit 
use  of  other  more  costly  services;  (4)  establishing  a  fixed  budget 
for  all  physician  services;  and  (5)  use  of  capitation  reimbursement 
for  certain  groups  such  as  children. 

*  *  * 


Held,  P.;  Manheim,  L. ;  and  Woolridge,  J.     "Physician  Acceptance  of 
Medicaid  Patients"  Staff  Paper,  Mathematica  Policy  Research, 
1978. 


This  paper  presents  research  examining  the  extent  to  which 
physicians  accept  Medicaid  patients,  and  the  effect  of  Medicaid  reim- 
bursement levels  on  physician  acceptance  of  Medicaid  patients.  The 
primary  source  of  data  is  from  the  1975  Physician  Capacity  Utilization 
Survey  conducted  by  Mathematica  Policy  Research.     The  survey  provides 
observations  on  the  average  charge  for  a  routine  office  visit  to  a 


52 


general  practitioner  for  246  areas  (including  100  large  SMSAs,   56  small 
SMSAs,   and  102  non-metropolitan  sampling  units.     This  survey  also  is 
the  source  for  the  two  dependent  variables:     what  proportion  of  an 
individual  physician's  patient  load  is  Medicaid  beneficiaries,  and 
whether  or  not  the  physician  is  accepting  any  new  Medicaid  patients. 

Data  on  Medicaid  reimbursement  fees  and  average  time  for  bills 
to  be  paid  were  provided  by  the  Health  Care  Financing  Administration. 
The  fees  were  those  in  effect  as  of  May  1,   1975,  and  were  provided 
by  area  (mostly  synonomous  with  Medicare  areas)  for  general  practi- 
tioners and  the  two  most  common  specialist  groups  in  the  area. 

The  researchers  predicted  that  new  Medicaid  patients  would  be 
turned  away  when  the  physician's  fees  were  set  at  a  lower  than  market 
clearing  rate,  and  if  the  fee  to  private  patients  is  greater  than  the 
Medicaid  reimbursement  payment.     One  impact  on  physicians'  acceptance 
of  Medicaid  patients  is  likely  to  be  the  longer  run  question  of  ex- 
pected future  reimbursement  as  private  fees  rise.     It  was  predicted 
that  areas  with  prevailing  reimbursement  rates  would  reflect  area  fees 
more  closely  than  would  areas  with  fixed  fees  or  frozen  fees.  This 
hypothesis  is  supported  by  regression  equation  results:     for  a  dollar 
increase  in  the  physician's  market  price,   the  Medicaid  maximum  reimburs 
ible  increases  almost  fifty  cents  in  areas  with  customary  and  prevail- 
ing rates.     The  Medicaid  maximum  reimbursible  did  not  increase  signi- 
ficantly in  either  fixed  or  frozen  fee  areas. 

Two  sets  of  regressions  were  estimated  for  each  of  the  depen- 
dent variables.     The  coefficients  for  the  first  regression  were 
estimated  by  ordinary  least  squares  (OLS).     Regression  2  estimated 
the  coefficients  using  two  stage  least  squares  (TSLS).     A  third 
regression,  also  using  TSLS  estimates,  used  the  difference  between 
the  area  average  physician's  fee  and  the  maximum  Medicaid  reimburse- 
ment as  a  measure  of  relative  Medicaid  generosity.     Four  sets  of 
control  variables  were  included  in  these  regressions.     One  set  of 
variables  was  intended  to  control  for  the  percent  of  poor  (Medicaid 
eligibles)  in  the  area,  another  set  was  expected  to  control  for 
regional  variation  in  practice  characteristics.     A  third  set  dealt 
with  the  relative  demand  for  physicians'  services  in  the  area,  and 
the  fourth  set  was  included  to  control  for  variations  in  physician 
preferences. 

The  results  of  the  regressions  showed  that  the  percentage  of  the 
general  practitioners  patient  load  comprised  of  Medicaid  beneficiar- 
ies is  affected  by  the  percentage  of  poor  in  the  area,  and  the 
proportion  of  medical  indigents  (not  statistically  significant). 
Also,  as  the  ratio  of  physicians  to  population  increased,  the 
proportion  of  Medicaid  patients  in  physicians'  case  loads  decreased.. 
The  effect  of  the  lag  between  claims  submittal  and  receipt  of 
payment  was  a  negligible  factor  in  acceptance  of  Medicaid  patients. 
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As  expected,   when  the  price  of  a  routine  office  visit  increases 
and  the  pertinent  Medicaid  reimbursement  limit  decreases,  the 
proportion  of  Medicaid  patients  per  caseload  decreases.  These 
effects  however,   are  small  and  insignificant  in  the  OLS  regressions; 
they  are  of  greater  magnitude  in  the  TSLS  regression.     When  the 
difference  between  the  actual  fee  and  reimbursement  level  increases, 
however,   the  effect  is  statistically  significant,  and  substantial. 
These  differences  indicate  that  a  physician's  targeted  Medicaid  load 
may  depend  upon  physician  expectation  of  the  flexibility  of  reim- 
bursement, and  its  ability  to  adjust  to  area  prices  over  time. 

Other  variables  also  affected  acceptance  of  new  Medicaid 
patients.     Compared  to  their  counterparts  in  large  SMSAs,  physicians 
in  non-metropolitan  areas  and  in  smaller  SMSAs  were  about  18%  to  5% 
(respectively)  more  likely  to  take  new  Medicaid  patients,  even  after 
controlling  for  financial  incentives.     This  suggests  that  the 
Medicaid  program  is  successful  in  providing  sources  of  medical  care 
where  alternative  public  facilities  are  not  available. 

*  *  * 


Sloan,  F. ;  Mitchell,  J.;  and  Cromnwell,  J.  "Physician  Participation 
in  State  Medicaid  Programs."  The  Journal  of  Human  Resources  13 
(Supplement  1 978) : 2 1 1-245.  ~ 

The  private  physician  holds  the  key  to  the  Medicaid  program's 
success,   for  without  physician  cooperation,  Medicaid  cannot  guaran- 
tee the  poor  access  to  mainstream  medicine.     The  principal  policy 
instruments  available  to  the  state  to  influence  participation  are 
the  generosity  of  reimbursement,  and  various  administrative  burdens 
which  affect  the  cost  to  the  physician  of  obtaining  payment.  The 
major  objective  of  this  study  is  to  estimate  the  impact  of  these 
features  of  state  Medicaid  programs  on  physician  participation. 

All  empirical  material  for  this  study  comes  from  a  national 
survey  of  about  1,000  private-practice  f ee-f or-service  physicians. 
Conducted  in  32  primary  sampling  units,   the  personal  interviews  were 
restricted  to  physicians  in  the  fields  of  general-family  practice, 
general  surgery,  internal  medicine,  obstetrics-gynecology ,  and 
pediatrics.     The  items  covered  in  the  survey  pertain  to  practice 
inputs  and  outputs,  prices,   specific  costs,  levels  of  third  party 
reimbursement  for  various  procedures,  and  administrative  require- 
ments from  different  types  of  insurers. 
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From  these  interviews,   some  descriptive  evidence  on  state 
Medicaid  programs  is  available.     Comparing  mean  usual  fees  charged 
by  physicians  and  mean  insurer  (Blue  Shield,  Medicare,  Medicaid), 
fee  schedules  reveal  that  physicians'  usual  fees  exceed  all  fee 
schedules.     Medicaid  average  reimbursement  rates  were  lower  than 
either  Blue  Shield  or  Medicare.     Medicaid  was  named  by  50  percent  of 
the  respondents  as  being  the  slowest  paying  program. 

About  three-quarters  of  the  responding  physicians  participated 
in  their  state's  Medicaid  program.     As  for  the  extent  of  their 
participation,  58  percent  of  the  participating  physicians  said 
Medicaid  patients  constitute  more  than  30  percent  of  total  visits. 
The  deterrent  to  participation  most  often  cited  was  excessively  low 
reimbursement  levels.     Also  cited  frequently  were  administrative 
burdens  and  collection  costs,  such  as  payment  delays  and  time- 
consuming  forms. 

The  explanatory  variables  for  the  empirical  analysis  were 
classified  into  four  categories:     fee  schedules;  collection  cost 
variables  from  Medicaid,  demand  variables;  and  cost-function  vari- 
ables. 


The  dependent  variable  measures  the  share  of  Medicaid  visits 
per  total  visits.     The  dependent  variable  value  is  zero  if  there  is 
not  Medicaid  participation,  and  assumes  positive  values  where  the 
Medicaid  participation  threshold  is  crossed.     An  extension  of  probit 
analysis  was  used  to  account  for  the  concentration  of  values  of  the 
dependent  variable  at  the  lower  unit.     In  this  case,  the  lower  limit 
is  the  participation  threshold. 


Regression  results  generally  supported  the  predictions  gener- 
ated by  the  theoretical  model  of  physicians'  behavior  described  in 
the  paper.  The  level  of  Medicaid  reimbursement  has  a  substantial 
effect  on  physician  participation.  Reimbursement  levels  are  even 
more  important  for  the  physicians  who  are  above  the  participation 
threshold.  Higher  reimbursement  levels  from  other  insurers  (Blue 
Shield)  discourages  physician  involvement  with  Medicaid. 

Collection  cost  variables  (Medicaid  payment  delay,  percent  time 
Medicaid  claim  returned,  time  needed  to  fill  out  form)  have  negative 
and  significant  impacts  on  participation,  but  lose  their  explanatory 
power  above  the  participation  threshold. 

Participation  in  Medicaid  appears  to  be  more  extensive  when 
Medicaid  insures  a  large  proportion  of  the  patient  population.  This 
factor  is  more  important  above  the  participation  threshold  than 
below.     General  practitioners  and  pediatricians  have  the  highest 
degree  of  participation  in  Medicaid;  internists  have  the  least. 
General  practitioners  tend  to  have  the  lowest  fees,  internists  the 
highest . 
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Analysis  of  the  cost  function  variables  renders  two  primary 
findings.     When  wage  inflation  of  personnel  employed  by  physicians 
is  not  offset  by  increases  in  Medicaid  fee  schedules,  physicians 
reduce  involvement  in  the  program.     Results  also  support  the  view 
that  older  physicians  reduce  patient  loads  by  cutting  back  on  lower 
marginal  visits,   such  as  those  reimbursed  by  Medicaid. 

*  *  * 


Perlman,  B.B.;  Schwartz,  A.H. ;  Thornton,  J.C.;  Weber,  R. ;  Schmidt, 
K. ;  Smith,  H. ;  Nagelberg,  S.;  and  Paris,  M.  "Medicaid-Funded 
Private  Psychiatric  Care  in  New  York  City:     The  Role  of  Foreign- 
Trained  Physicians,"  New  England  Journal  of  Medicine  299  (August 
1978): 230-234. 


This  study  determines  the  degree  to  which  foreign-trained 
psychiatrists  (FMGs)  provide  care  under  the  Medicaid  Program  of  New 
York  City  in  comparison  to  U.S.   educated  psychiatrists  (USMGs). 
The  results  reveal  the  major  involvement  of  FMGs  in  the  psychiatric 
care  of  NYC  Medicaid  recipients. 

Two  separate  samples  are  drawn  for  the  analysis.     First,  three 
groups  of  private  psychiatrists  of  NYC  are  identified  by  the  year  in 
which  they  receive  their  first  Medicaid  payments.     A  one-third 
random  sample  is  drawn,   and  the  educational  background  and  amount  of 
Medicaid  fees  received  each  year  from  1973  through  1976  for  each 
doctor  is  determined.     Ratios  are  calculated  to  determine  if  pay- 
ments to  any  of  the  educational  groups  are  out  of  proportion  to 
their  representation  in  the  sample.     For  the  second  sample  all 
psychiatrists,  who  received  Medicaid  payments  in  1976  are  ranked 
according  to  the  amount  received  and  divided  into  deciles.  Four 
payment  categories  are  identified,  and  a  36  percent  random  sample  is 
selected.     All  statistical  analyses  are  done  by  means  of  the  chi- 
square  test. 

The  findings  indicate  FMGs  provide  an  amount  of  service  to 
Medicaid  recipients  far  out  of  proportion  to  their  representation  by 
number  in  the  Medicaid  system.     FMGs  represent  40  percent  of  those 
registered  as  psychiatrists  in  the  Medicaid  system  of  NYC,  but  are 
60  percent  of  those  receiving  in  excess  of  $15,500  in  Medicaid 
payments.     Furthermore,  80  percent  of  those  delivering  psychiatric 
care  at  the  two  largest  "shared  health  facilities"  in  NYC  are 
FMGs . 

The  authors  conclude  that  Medicaid  recipients  in  NYC  are  more 
likely  to  be  treated  by  foreign-trained  psychiatrists  than  are  those 
others  who  seek  private  psychiatric  care.     To  assess  the  full  impact 
of  this  situation,  the  authors  urge  further  research  to  determine  if 
quality  differences  exist  in  the  care  provided  by  FMGs  and  USMGs. 
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Burney,  I.L. ;  Schieber,  G.J.;  Blaxall,  M.O.;  and  Gabel,  J.R. 

"Geographic  Variation  in  Physicians'  Fees:     Payments  to  Physi- 
cians Under  Medicare  and  Medicaid,"  Journal  of  the  American 
Medical  Association,  Vol.  240,  No/  13  (September  22,  1978): 
1368-1371 . 


In  this  study,  physician  reimbursement  rates  under  Medicare  and 
Medicaid  are  examined  at  the  national,   state,  and  local  levels  to 
study  geographic  differences  in  physician  fees.     Physician  fee 
indices  are  created  and  compared  between  and  within  geographic 
levels  and  between  programs.     In  light  of  the  results,  the  problems 
with  modeling  National  Health  Insurance  (NHI)  on  Medicare  and  Medi- 
caid and  the  consequences  of  NHI  on  physician  remuneration  are 
discussed . 


Surveys  were  taken  of  the  nation's  47  Medicare  carriers  and  the 
49  state  and  District  of  Columbia  Medicaid  programs.     From  the 
information  collected  on  1975  reimbursement  rates,  medical  proce- 
dures, and  physician  specialties,   separate  Medicare  and  Medicaid 
physician  fee  indices  for  general  practitioners  and  specialists  at 
the  county  level  were  created.     The  physician  fee  data  was  adjusted 
to  be  comparable  between  programs,   and  the  indices  were  modified  to 
eliminate  cost  of  living  effects  and  to  reflect  pure  price  differ- 
ences.    The  county  indices  were  aggregated  into  state,  census 
region,  and  national  indices. 


The  index  comparisons  show  wide  variations  in  reimbursement 
levels  for  both  programs.     Nationally,  Medicaid  specialists  fees  are 
77  percent  of  Medicare  specialist  fees.    At  the  state  level,  Medi- 
care and  Medicaid  fees  vary  widely  from  their  respective  national 
fee  averages.     State  Medicaid  specialist  fees  range  from  39  to  100 
percent  below  state  Medicare  specialist  fees.     At  the  county  level, 
metropolitan  reimbursement  levels  are  significantly  greater  than 
non-metropolitan  levels. 

The  authors  warn  that  the  physician  fee  indices  are  based  on 
maximum  allowed  reimbursement  rates  and  therefore  are  not  represen- 
tative of  the  average  physician.     Furthermore,  causal  relationships 
between  fees  and  other  factors  affecting  physician  behavior  cannot 
be  inferred  from  the  analysis.     Yet  the  data  shows  if  fees  are  set 
at  national  or  statewide  levels  under  NHI,  the  impact  on  physician 
remuneration  by  locality  will  be  considerable. 


*  *  * 
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Garner,   D.D.;  Liao,  W.C.;  and  Sharpe,  T.R.     "Factors  Affecting 

Physician  Participation  in  a  State  Medicaid  Program,"  Medical 
Care  17  (January  1979):43-58. 

The  proportion  of  physicians  willing  to  treat  Medicaid  patients 
has  been  declining.  Garner  et  al.  undertook  a  study  of  office-based 
practitioners  in  Mississippi  to  determine  the  reasons  for  participa- 
tion and  non-participation.  In  the  first  stage  the  authors  examined 
the  characteristics  of  the  universe  of  office-based  practitioner  in 
Mississippi  (N=1521)  by  participation  status.  Little  difference  was 
noted  between  participants  and  non-participants  with  respect  to  age, 
location  of  medical  school  attended,  or  year  of  graduation.  Medical 
specialty  was  significant  however,  with  family/general  practitioners 
and  surgical  specialists  being  disproportionately  represented  in  the 
participant  category.  Participants  also  tended  to  be  located  in 
communities  of  less  than  25,000  population. 

The  second  stage  consisted  of  a  telephone  survey  of  177  physi- 
cians.    Low  fees,   patient  abuse,  and  "red  tape"  were  most  frequently 
cited  as  "least  liked"  aspects  of  the  program.     The  increased  access 
to  care  provided  for  poor  patients  was  the  best  liked  feature,  but 
nearly  30  percent  responded  that  they  like  nothing  about  the  program. 
Cross  tabulations  indicated  that  the  structure  of  the  Medicaid 
program  does  affect  the  way  participating  physicians  treat  their 
Medicaid  patients.     More  than  70  percent  reported  that  they  changed 
their  referral  patterns,  use  of  laboratory  procedures,  and  use  of 
ancillary  services. 

The  authors  conclude  that  the  major  reason  for  physicians 
refusing  to  participate  is  the  low  reimbursement  for  Medicaid 
patients.     The  most  positive  aspect,  as  perceived  by  the  physicians, 
is  the  program's  humanitarian  goal  of  providing  care  to  persons  who 
otherwise  could  not  afford  it. 

An  earlier  version  of  this  paper  issued  by  the  University  of 
Mississippi  Research  Institute  of  Pharmaceutical  Sciences  as,  "Final 

Report:     Participation  Effect  on  Medicaid  Utiligation, "  funded  by 

NCHSR  grant  No.   1  R01  HS02199-01,  contains  a  greater  number  of  cross 

tabulations  than  does  the  published  article,  as  well  as  a  copy  of 
the  questionnaire  used. 

*  *  * 
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Burney,   I.L.;   Schieber,  G.J.;  Blaxall,  M.O.;  and  Gabel,  J.R. 

Medicare  and  Medicaid  Physician  Payment  Incentives,"  Health 
Care  Financing  Review  1  (Summer  1979):62-79. 

Research  results  and  program  data  show  that  Medicare  and 
Medicaid  physician  payment  incentives  are  at  odds  with  public  policy 
objectives.     This  descriptive  summary  identifies  these  economic 
incentives  and  their  influence  on  health  care  costs  and  access  for 
the  programs'  beneficiaries.     The  discussion  focuses  on  six  dimen- 
sions of  access  and  costs:     (1)  methods  of  physician  reimbursement; 
(2)  physician  fee  inflation;   (3)  physician  participation  in  public 
programs;   (4)  geographic  and  specialty  distribution;   (5)  treatment 
location;  and  (6)  choice  of  service  delivered. 

The  paper  argues  that  physician  fee  inflation  is  inherent  in 
customary,   prevailing  and  reasonable  charge  (CPR)  reimbursement  as 
employed  under  Medicare  and  one  half  of  the  state  Medicaid  programs. 
Because  CPR  screens  are  based  on  the  level  of  physician  fees, 
physicians  are  encouraged  to  raise  fees  to  increase  Medicare  and 
Medicaid  CPR  reimbursement  rates.     This  tendency  is  bolstered  by 
specialty  and  geographic  area-specific  CPR  screens  which  reduce 
the  number  of  physicians  determining  the  level  of  fee  screens. 
Other  factors  contributing  to  fee  inflation  include  the  selective 
Medicare  assignment  policy  which  allows  physicians  to  offset  limits 
on  Medicare  reimbursement  by  billing  the  patient  directly  and  the 
lack,  of  an  effective  utilization  review  mechanism.     Under  Medicare's 
f ee-f or-service  reimbursement  system,  physicians  can  compensate  for 
rate  limitations  by  increasing  the  quantity  and  varying  the  types  of 
services  provided. 

Although  Medicare  and  Medicaid  have  improved  financial  access 
to  medical  care  for  the  aged  and  poor  respectively,  several  factors 
continue  to  limit  beneficiaries'  access  to  care.     Research  shows 
that  physician  participation  in  Medicare  and  Medicaid  is  highly 
responsive  to  reimbursement  levels.     Medicare  and  Medicaid  fees 
respectively  average  75  to  80  and  60  percent  of  physicians'  usual 
fees  nationwide.     Depressed  Medicaid  fees  have  reportedly  discour- 
aged private  physicians  to  accept  Medicaid  patients,  leaving  them 
to  seek,  care  in  costly  hospital  outpatient  departments.  The 
selective  Medicare  assignment  system  has  denied  adequate  financial 
protection  for  the  beneficiaries  whose  claims  are  unassigned  (50 
percent  of  all  claims). 

The  authors  cite  evidence  which  suggests  that  Medicare  and 
Medicaid  reimbursement  policies  may  contradict  efforts  to  rectify 
the  geographic  and  specialty  maldistribution  of  physicians.  Fee 
patterns  under  Medicare  and  to  a  lesser  extent  Medicaid  may  provide 
incentives  for  physicians  to  practice  in  high-income,  physician- 
dense  metropolitan  areas.     Research  has  questioned  the  premise  that 
high  practice  costs  explain  the  positive  relationship  between 
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reimbursement  levels  and  physician-density  and  high-income  areas. 
Furthermore,  general  practitioner/specialist  reimbursement  differen- 
tials and  a  slower  rate  of  growth  in  allowed  charges  for  primary 
care  specialties  suggests  that  Medicare  and  Medicaid  policies  encour 
age  physician  specialization. 

Evidence  suggests  that  the  Medicare  and  Medicaid  programs 
encourage  the  delivery  of  surgical  procedures  in  hospital  settings 
versus  primary  care  services  in  physicians'  offices.     Studies  show 
that  even  after  adjusting  for  time  differentials,  surgical  procedure 
reimbursement  exceeds  medical  visit  fees  under  Medicare  are  higher 
than  the  net  value  of  office  visit  fees.     Indicative  of  these  finan- 
cial incentives  favoring  in-hospital  care  is  the  higher  rate  of 
increase  in  hospital-based  relative  to  office-based  reimbursement 
fees  for  physician  services. 

*  *  * 


Holahan,  J.;  Hadley,  J.;  Scanlon,  W. ;  Lee,  R. ;  and  Bluck,  J. 

"Paying  for  Physician  Services  Under  Medicare  and  Medicaid." 
Milbank  Memorial  Fund  Quarterly/Health  and  Society  57,  No.  2 
(1979). 

This  paper  summarizes  four  studies  which  were  undertaken  to 
investigate  the  relationships  between  physicians'  behavior  and  two 
critical  health  policy  goals:     (1)  controlling  the  rate  of  increase 
in  the  costs  of  physicians'  services,  and  (2)  assuring  an  adequate 
supply  of  care  to  beneficiaries  of  publically  financed  health 
programs . 

The  project's  primary  data  source  was  all  claims  paid  by  the 
Medicare  and  Medicaid  programs  during  the  last  quarter  of  each  of 
four  fiscal  years  (1972-1975)  in  California.     A  statewide  sample  of 
5003  office-based,  solo  practitioners  was  drawn  from  eleven  special- 
ties, though  most  of  the  analysis  for  this  project  was  based  on  five 
specialties:     1396  general  practitioners,  786  general  surgeons,  942 
internists,  263  obstetrician-gynecologists,  and  247  pediatricians. 
Two  other  files  containing  data  on  physicians'  usual  and  customary 
(Medicare  customary  and  prevailing)  charges  were  attached  to  the 
physician's  record  for  each  claim. 

The  first  study  investigated  inter-program  and  inter-regional 
fee  variations.     Examination  of  25  frequently  performed  procedures 
revealed  that  the  actual  charges  for  non-assigned  Medicare  services 
generally  exceeded  charges  for  assigned  services  and  Medicaid 
services  by  5  percent  and  7  percent,  respectively.     The  differences 
in  charges  among  programs  are  attributed  not  to  differential  billing 
by  physicians,  but  to  differences  in  the  composition  of  the  physi- 
cians participating  in  those  programs. 
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Physicians  with  relatively  high  fee  levels  were  found  to  be 
less  likely  to  accept  assignment  or  participate  in  Medicaid.  Also, 
a  smaller  proportion  of  physicians  in  high  fee  areas  accept  assign- 
ment than  in  low  fee  areas. 

Considerable  disparity  in  mean  Medicaid  reasonable  charges  was 
demonstrated  among  the  five  geographic  regions  studied.  Medicare 
reasonable  charges  tend  to  be  highest  in  the  large  urban  areas,  with 
these  disparities  getting  larger  over  time.     Most  of  the  growth  in 
average  reasonable  charges  per  claim  was  explained  by  increases  in 
service  intensity.     Medicaid  data  reflected  the  same  trends  in  rea- 
sonable charges,  and  changes  in  this  program  also  were  due  primarily 
to  changing  service  intensity.     Reasonable  charges  increased  faster 
than  average  in  both  urban  and  rural  areas,  however. 

This  investigation  demonstrated  that  variations  in  average 
charges  between  programs  and  among  areas  are  not  nearly  as  large  as 
the  variations  found  among  individual  physicians  within  regions  and 
within  specialties.     Preliminary  analysis  also  shows  that  there  are 
much  larger  differences  for  a  particular  procedure  within  a  spe- 
cialty than  between  specialties. 

The  second  study,  which  also  looked  at  3600  physicians,  ex- 
amined the  effects  of  price  controls  imposed  by  the  Economic  Stabil- 
ization Program  (ESP)  in  1972-1974  as  compared  to  a  non-control 
year,   1975.     Medicare  and  Medicaid  were  analyzed  separately,  while 
the  price  controls  were  successful  in  controlling  rises  in  physi- 
cians' fees,  they  were  not  successful  in  holding  down  the  increase 
in  Medicare  expenditures  for  physicians'  services.     Indices  based  on 
current  year  weights,  which  allow  the  relative  importance  of  various 
procedures  to  shift  from  year  to  year,   showed  clearly  that  both 
actual  and  reasonable  charges  increased  faster  than  hoped  for.  In 
part,   this  was  due  to  small  increases  in  service  intensity. 

Throughout  the  period,  Medicare  expenditures  grew  at  a  steady 
rate.     Substantial  increases  in  the  number  of  services  accounts  for 
this  growth  as  well  as  for  the  increase  in  physician  revenues  seen 
during  the  ESP  years.     In  1975,  following  the  ESP's  end,  increases 
in  the  reasonable  charges  were  responsible  for  the  growth  in  Medi- 
care payments.     At  the  same  time  the  growth  rate  in  the  quantity  of 
Medicare  services  supplied  fell  sharply.     The  authors  note  that  the 
results  of  the  effect  of  ESP  on  Medicare  prices  and  services  cannot 
be  compared  to  other  patient  populations,  as  there  are  no  data 
available  for  comparison.     Therefore,   it  is  unclear  whether  these 
results  indicate  a  general  increase  in  physicians'  services  and 
revenues,   or  just  an  expansion  in  services  provided  to  Medicare 
patients . 
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The  California  Medicaid  program  experienced  little  if  any 
effect  from  the  ESP  program.     Medicaid  fees  were  effectively  con- 
trolled by  other  means  prior  to  initiation  of  the  price  control 
program.     Changes  in  service  intensity,   service  volume  and  Medicaid 
payments  will  reflect  these  controls  and  any  effects  on  physician 
practice  patterns  that  the  ESP  controls  generated. 

Average  Medicaid  reasonable  charges  didn't  increase  in  1973  or 

1974,  but  in  1975  they  increased  considerably.     This  occurred 
because  of  changes  in  the  composition  of  participation,  as  did 
general  practitioners.     Obstetrician  gynecologists  and  pediatricians 
increased  the  delivery  of  services.     Payments  to  all  specialties 
increased  in  1975,  due  to  increases  in  average  fees  and  a  general 
increase  in  volume  of  services. 

For  the  third  study,  an  econometric  model  of  physicians'  price 
and  output  decisions  was  developed.     This  model  particularly  empha- 
sized the  effects  of  private  charges  and  Medicare  and  Medicaid 
reasonable  charges  on  the  quantities  of  services  provided  to 
Medicaid  and  Medicare  assignment  beneficiaries.     The  sample  used  in 
this  analysis  comprises  northern  California  physicians  in  general 
practice,  general  surgery,  and  internal  medicine  from  1972  through 

1975.  To  account  for  service  mixes  among  physicians  and  overtime, 
the  California  Relative  Value  Scale  unit  was  used  as  a  measure  of 
output,  and  individual  procedures  were  converted  to  the  Medicare 
scale.     Actual  and  reasonable  charges  then  were  measured  in  dollars 
per  CRVS  unit. 

The  theoretical  models  used  implied  that  an  increase  in  the 
Medicare  reasonable  fee  would  lead  to  an  increase  in  private  charges. 
An  increase  in  the  Medicaid  reasonable  fee  would  have  a  similar  but 
smaller  effect  on  private  charges.     Also,  it  was  hypothesized  that 
the  magnitude  of  the  price  effect  would  be  larger  for  physicians 
participating  in  the  programs  than  for  non-participants.  The 
hypotheses  were  supported  for  each  of  the  specialties,  suggesting 
that  a  large  share  of  any  exogenous  increase  in  the  Medicare  or 
Medicaid  reasonables  would  result  in  an  increase  in  prices  charged 
to  all  patients. 

The  researchers  found  evidence  to  support  the  hypotheses  that 
physicians,  understanding  the  implications  of  Medicare's  method  of 
determining  reasonable  charges,  will  increase  current  actual  charges 
so  as  to  raise  the  next  year's  reasonable  charges.     This  promotes 
the  system's  inherent  inflationary  bias. 

A  third  research  question  was  to  see  if  supply  of  services  were 
sensitive  to  variations  in  private  and  program  fees.  Negative 
relationships  were  predicted,   and  confirmed.     when  the  physician's 
private  fee  goes  high,   smaller  quantities  of  services  were  provided 
to  beneficiaries  of  both  public  fixed-fee  programs.  Furthermore, 
increasing  the  Medicare  reasonable  fee  would  induce  a  positive 
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supply  response  of  about  Che  same  magnitude  as  the  negative  supply 
response  induced  by  increasing  private  fees.     For  Medicaid,  this 
relationship  was  not  as  strong:     an  increase  in  Medicaid  reasonable 
fee  would  only  minimally  increase  Medicaid  output. 

Comparison  of  actual  charges  and  Medicare  and  Medicaid  output 
levels,   for  participating  and  non-participating  general  practi- 
tioners, general  surgeons,   and  internists  revealed  that  with  one 
exception,  the  actual  charges  per  CRVS     unit  of  non  participants 
were  always  larger,  by  35  percent  to  9.4  percent.     (The  exception  was 
general  surgeons,  whose  actual  charges  were  the  same  regardless  of 
particpation  status.)     As  predicted,   far  more  physicians  participated 
in  Medicare  (34.8  percent)  than  Medicaid  (3.5  percent). 

The  magnitude  of  ESP's  impact  on  billed  charges,   and  Medicare 
assignment  and  Medicaid  supply  quantities  was  quite  impressive. 
Actual  charges  were  12  percent  to  18  percent  lower  than  they  would  have 
been  without  ESP.     Concomitantly,  the  quantity  of  services  provided  to 
Medicare  and  Medicaid  beneficiaries  was  larger  by  8  percent  to  15 
percent.     These  patterns  are  highly  consistent  with  the  author's  basic 
behavioral  conclusion  that  "the  quantities  of  services  supplied  are 
sensitive  to  the  relationship  between  what  physicians  charge  and  what 
Medicare  and  Medicaid  are  willing  to  pay. 

Using  the  county  rather  than  the  individual  physician  as  the 
unit  of  analysis,   the  fourth  study  looked  at  the  role  of  financial 
incentives  influencing  physicians'  participation  in  the  Medicaid 
program.     A  participating  physician  is  defined  as  one  who  treated  10 
or  more  Medicaid  per  calendar  quarter.     A  second  Medicaid  supply 
component  was  the  average  number  of  Medicaid  patients  per  participat- 
ing physician.     As  predicted,   it  was  found  that  in  general  both  the 
participation  rate  and  the  number  of  Medicaid  patients  per  participat- 
ing physician  were  positively  related  to  the  expected  revenue  per 
Medicaid  patient.     An  increase  of  10  percent  in  the  average  revenue  per 
Medicaid  patient  would  increase  the  average  participation  rate  by 
about  the  same  percentages.     The  impact  on  the  Medicaid  caseload 
appears  to  be  smaller,  about  a  3  percent  increase. 

In  contrast,  the  participation  rate  and  number  of  Medicaid 
patients  per  participating  physician  are  negatively  related  to  the 
expected  revenues  from  treating  a  comparable  patient  on  a  private 
basis.     An  increase  of  10  percent  in  expected  private  revenue  per 
patient  would  more  than  offset  the  participation  rate  and  average 
Medicaid  caseload. 

Though  generalization  of  quantitative  results  from  these  studies 
is  risky,  certain  behavioral  conclusions  were  possible.     The  first  of 
these  is  that  with  a  fixed-fee  program  like  Medicare  or  Medicaid,  which 
establishes  a  price  floor  (i.e.,  the  program  reasonable  charge)  the 
actual  charge  is  higher  than  it  would  have  been  in  the  absence  of  such 
a  program.     Second,   increases  in  the  program  reasonable  charges  appear 
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reasonable  charges  appear  to  have  positive  spill-over  effects  on 
actual  charges.     Next,   a  system  will  have  an  inflationary  bias  if 
reasonable  charges  are  determined  as  a  function  of  past  actual 
charges.     Fourth,   it  is  clear  that  ESP  did  lower  both  the  actual 
levels  of  billed  charges  and  their  rates  if  increased,  yet  this  is 
not  equivalent  to  constraining  expenditures  for  services  nor  physi- 
cians' net  income.     Finally,  output  allocation  decisions  are  sensi- 
tive to  the  prices  physicians  receive,   and  there  is  competition 
between  the  two  fixed  fee  programs  and  privately  issued  and/or 
self-paying  patients  for  physician  services. 

These  conclusions  have  implications  for  policy  that  are  dis- 
cussed with  concern  for  the  policy  goals  of  increasing  access  to 
care  for  publically  supported  patients,  and  to  control  costs.  Basic 
elements  for  the  design  of  an  ideal  physician  reimbursement  system 
are  described.     First,  the  customary-prevailing  reasonable  method  of 
reimbursing  physicians  should  be  eliminated.     It  has  an  inherent 
inflationary  bias,   perpetuates  inequities  among  physicians,  and 
offers  no  incentive  to  physicians  to  treat  poor  or  elderly  patients. 
By  instituting  a  policy  like  the  Medicare  Economic  Index  the  link, 
between  current  actual  and  future  reasonable  charges  is  severed, 
thus  removing  one  source  of  inflationary  pressure.     This  would  also 
eliminate  disparities  among  physicians  in  what  the  program  will  pay 
physicians  for  the  identical  procedure.     Third,   fees  should  be 
uniform  for  all  patients,  public,  or  private  and  not  allowed  to 
increase  solely  at  the  provider's  discretion.     This  should  provide 
equal  access  to  office-based  physicians'  services.     Finally,  addi- 
tional policy  instruments  should  be  adopted  that  would  influence  the 
quantity,  mix,  and  quality  of  services  provided. 

*  *  * 


Hadley,  Jack.     "Physician  Participation  in  Medicaid:     Evidence  from 
California."    Health  Services  Research  14  ( 1979) : 266-80. 


The  high  cost  of  health  care  and  the  expenses  necessary  to 
achieve  the  Medicaid  goal  of  assuring  the  availability  of  mainstream 
medical  care  for  the  poor  have  prompted  public  officials  to  explore 
ways  of  limiting  public  expenditures  for  physician  services.  This 
paper,  which  investigates  physician  participation  in  California 
Medicaid  program,  asks  three  specific  questions:     how  sensitive  is 
the  physician's  involvement  with  Medicaid  to  variations  in  Medicaid 
reimbursement;  how  important  are  fee  levels  in  the  private  market; 
and  what  is  the  impact  of  inflation  on  the  costs  of  physicians' 
inputs,  especially  if  the  Medicaid  fee  remains  constant? 

Using  the  theory  of  price  discrimination,   in  which  the  physi- 
cian practice  is  described  as  monopolistical ly  competitive  and 
selling  in  two  markets,  a  set  of  relationships  is  implied.     It  is 
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suggested  that  physician  participation  in  the  Medicaid  program  will 
have  a  postive  relationship  to  the  Medicaid  fee  level  and  the  size 
of  the  potential  pool  of  Medicaid  patients,  and  an  inverse  relation- 
ship to  demand  from  the  private  market  and  practice  costs. 

Using  the  county  as  the  unit  of  analysis,   the  empirical  analy- 
sis was  based  on  a  sample  of  3,124  solo,  office-based  general 
practitioners,  general  surgeons,   and  internists  in  California. 
Figures  from  the  same  three  month  period  (April-June)  in  each  of  the 
years  1972  through  1975.     Medicaid  and  joint  Medicaid-Medicare 
claims  paid  by  the  Medicaid  carrier  to  the  sample  physicians  were 
used  to  construct  information  on  the  number  of  Medicaid  patients 
treated,  as  well  as  revenues  from  both  public  and  private  patients. 

In  trying  to  describe  the  availability  of  physician  services  to 
Medicaid  patients,   the  dependent  variables  investigated  were  partici- 
pation of  the  physician  in  the  Medicaid  program  (participation  is 
defined  as  treating  at  least  10  Medicaid  patients  per  quarter)  and 
the  average  number  of  Medicaid  patients  treated  per  participating 
physician.     Independent  variables  were  grouped  into  two  sets,  price 
variables  and  cost  shift  variables.     The  former  in  effect  measures 
the  average  expected  revenue  per  patient  per  quarter  from  providing 
a  typical  basket  of  services  at  either  Medicaid  reasonable  fee 
levels,  or  for  a  typical  basket  of  services  at  either  Medicaid 
reasonable  fee  levels,  or  for  the  private  market.     Cost  shift 
variables  include  a  proxy  for  office  labor  expenses,  a  proxy  for  the 
cost  of  office  space,   approximate  malpractice  insurance  premiums, 
and  proxies  for  the  physicians'  shadow  price.     A  final  independent 
variable  measures  the  size  of  the  potential  Medicaid  pool. 

Analysis  shows  that,  overall,  the  participation  rate  was  42 
percent  over  the  four  years.     General  practitioners  had  the  highest 
rate,  51.3  percent,  while  general  surgeons  and  internists  had  rates 
of  36.6  and  37.7  percent.     General  practitioners  also  treat  more 
than  twice  as  many  Medicaid  patients  per  quarter  than  do  general 
surgeons  or  internists.     The  average  Medicaid  payment  for  patients 
was  substantially  lower  than  average  billed  revenue.     For  general 
practitioners  it  was  25  percent  lower,  and  about  31  percent  lower 
for  general  surgeons  and  internists. 

As  expected,  the  dependent  variables  were  inversely  related  to 
physicians'  average  billed  revenue  per  patient,  and  positively 
related  to  average  Medicaid  payments  per  patient.     The  findings 
reaffirm  the  significance  of  the  amounts  of  both  private  charges  and 
Medicaid  payments  in  determining  participation  rates  and  the  case- 
loads of  participating  physicians.     Also  it  seems  that  the  long-term 
impact  of  a  change  in  private  revenue  is  significantly  larger  in 
absolute  value  than  a  corresponding  change  in  the  amount  that 
Medicaid  is  willing  to  pay. 
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Mitchell,  J.B.  and  Cromwell,  J.     "Medicaid  Mills:     Fact  or  Fiction." 
Health  Care  Financing  Review  (Summer  1980): 37-49. 

This  article  examines  medical  practices  which  have  a  large 
number  of  Medicaid  eligibles  as  patients.     Recent  Senate  investiga- 
tions have  turned  up  cases  of  fraud  and  abuse  in  large  Medicaid 
practices  (LMPs)  and  policymakers  are  concerned  that  LMPs  are 
so-called  "Medicaid  mills"  which  deliver  poor  quality  care  to 
patients.     The  characteristics  of  Medicaid  mills  include  excessively 
high  salaries,   lack  of  physician  credentials,  high  caseloads,  and 
overutilization  of  ancillary  services. 

This  study  uses  the  National  Opinion  Research  Center/Health 
Care  Financing  Administration  1976  physician  survey  data  to  examine 
LMPs  in  regard  to  these  alleged  characteristics.     The  physician 
survey  was  of  3,854  physicians  in  15  specialties,   all  of  whom  were 
in  private  practice  and  the  majority  of  whom  (98.5  percent)  were 
office-based.     LMPs  were  defined  as  practices  in  which  at  least  30 
percent  of  the  patients  are  Medicaid-eligibles .     Extra  large  Medi- 
caid practices  (EXLMP),   also  used  for  comparison  in  the  study,  have 
at  least  50  percent  Medicaid  eligibles  as  patients.     Combined,  LMPs 
and  EXLMPs  see  58  percent  of  the  Medicaid  population  who  are  treated 
in  private  practices. 

Overall,  the  evidence  from  this  study  suggests  that  most  LMPs 
are  not  Medicaid  mills.-  LMP  and  EXLMP  physicians  are  not  earning 
extraordinary  salaries;   in  fact,   as  a  whole,  they  earn  less  than 
small  Medicaid  practice  (SMP)  physicians.     While  they  do  have  higher 
caseloads,  this  would  not  necessarily  have  policy  implications  if 
they  worked  longer  hours.     Physicians  in  LMPs  spend  only  two  minutes 
less  on  average  with  their  office  patients  than  do  SMP  physicians. 

Data  showing  use  of  ancillary  services  are  ambiguous  and  utili- 
zation rates  vary  between  specialties.     One  area  where  LMPs  and 
EXLMPs'  utilization  rates  appear  to  be  excessive  compared  to  SMPs  is 
injections.     Internists  in  LMPs  prescribe  injections  at  a  rate 
almost  three  times  that  of  SMP  internists. 

LMP  and  EXLMP  physicians  are  less  specialized  and  therefore 
have  fewer  credentials  than  do  SMP  physicians.     There  are  more 
graduates  of  foreign  medical  schools  in  large  Medicaid  practices 
than  in  small.     In  regard  to  the  concern  that  physicians  are  older 
and  therefore  not  trained  in  new  technologies,  the  study  found  that 
only  EXLMP  physicians  fit  this  characteristic;  they  are  more  likely 
to  be  60  years  of  age  or  older  and  less  likely  to  be  affiliated  with 
a  hospital . 
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The  article  also  discusses  another  class  of  practice,   the  High 
Income  LMP  (HILMP)  where  physicians'  incomes  are  over  50  percent 
higher  than  average  income  of  a  physician  with  a  small  Medicaid 
practice.     Physicians  in  HILMPs  are  older,   but  tend  to  be  more  spe- 
cialized.    Their  office  visits  are  shorter  than  SMP  physician  visits. 

The  article  concludes  by  discussing  policy  implications  of  what 
is  known  about  LMPs.     The  authors  feel  it  is  clear  that  access  by 
the  poor  to  mainstream  medicine  has  not  been  attained  through  Medicaid 
and  point  to  the  fact  that  Medicaid  beneficiaries  are  served  by  less 
qualified  physicians.     Medicaid  fees  which  are  set  below  other 
insurers  will  reinforce  a  two-level  system  of  medical  care  with  the 
poor  suffering  from  lack,  of  access  to  high  quality  care.     Because  of 
recent  investigations,  LMPs  have  received  poor  publicity  and  the 
authors  feel  that  while  exposes  may  deter  illegal  behavior,   they  may 
also  discourage  physicians  who  wish  to  expand  their  practices  in 
underserved  areas. 

*  *  * 
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IV.     HOSPITAL  OUTPATIENT  AND  EMERGENCY  ROOM  CARE 
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Olendski,  Margaret  C;  Grann,  Richard  P.;  and  Goodrich,  Charles  H."The 
Impact  of  Medicaid  on  Private  Care  for  the  Urban  Poor,"  Medical 
Care  10  (May-June  19 72 ): 201-06 . 

Olendski  et  al .  have  found  that  Medicaid  has  not  significantly- 
changed  the  health  preferences  and  utilization  patterns  for  a  particular 
low  income  population  in  New  York  City.     Although  a  larger  proportion 
report  a  private  doctor  as  their  "main  place"  for  medical  care  after 
the  inauguration  of  Medicaid,  the  great  majority  continue  to  rely  on 
hospital  clinics  and  emergency  rooms.     In  explanation,  respondents  cite 
practical  barriers  to  private  care  as  well  as  claim  a  preference  for 
clinics . 

The  investigators  interviewed  729  people  for  the  study,  once  in 
1968-69  and  again  in  1969-70.     These  people  were  previously  subjects  of 
the  New  York  Hospital  Project  in  1960-65  during  which  they  were  inter- 
viewed on  three  different  occasions.     Initially,  the  entire  study  group 
was  on  public  assistance  in  the  Yorkville  Welfare  District.  Some 
respondents  subsequently  went  off  relief.     The  authors  estimate  the  72 
percent  of  the  sample  have  had  continuous  Medicaid  coverage  since  its 
implementation  in  1965.     To  assess  Medicaid's  impact  on  health  care 
utilization  patterns  and  patient  preferences,  Olendski  et  al .  compared 
the  post-Medicaid  information  regarding  the  respondents'  medical  care 
to  the  pre-Medicaid  data. 

Hospital  clinics  and  emergency  rooms  continued  to  be  the  predominant 
"main  place"  for  medical  care  among  the  study  group  after  Medicaid, 
close  to  75  percent.     An  increase  was  experienced,  however,  among  those 
reporting  the  private  doctor  as  their  main  treatment  location,   from  one 
percent  pre-Medicaid  to  10  percent  post-Medicaid.     Of  interest  are  the 
increasing  number  who  would  prefer  a  private  doctor  but  have  resorted 
to  clinics  and  emergency  room  services.     Reasons  given  included  private 
care  too  expensive,  need  for  special  facilities,  accessibility  of 
outpatient  services,   and  familiarity  with  clinics. 

Overall,  the  data  shows  a  declining  preference  for  private  care 
among  the  study  group.     Given  the  reported  shortcomings  of  hospital 
outpatient  departments,  the  investigators  attempt  to  determine  why 
there  was  reluctance  to  switch  from  clinic  to  private  doctor  care  now 
that  Medicaid  has  removed  the  financial  barriers.     The  authors  found 
the  respondents  preferring  clinics  because  they  were  perceived  to  be 
better  facilities  with  more  competent  personnel  while  others  felt 
private  care  was  inaccessible  because  private  physicians  refused 
Medicaid  patients. 

*  *  * 
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Roemer,  Milton  I.   and  Mera,  Jorge  A.     "'Patient-Dumping'  and  Other  Voluntary 
Agency  Contributions  to  Public  Agency  Problems."  Medical 
Care  11  (January-February  1973): 30-9. 

Roemer  and  Mera  indentify  four  factors  causing  the  difficulties  in 
urban  public  hosptials  for  the  poor  (UPHP).     First,   these  hospitals 
have  been  stigmatized  as  charitable  institutions  for  the  poor.  Secondly, 
persistent  dependence  on  local  revenues  has  financially  strapped  UPHPS . 
The  authors  name  the  entrenched  political  bureaucracies  of  UPHPs  as  the 
third  cause  of  their  plight.     The  study,  however,   focuses  on  the  fourth 
cause,  "patient-dumping"  or  rejection  of  patients  by  voluntary  hospitals. 
Based  upon  an  inter-hospital  comparison  of  outpatient  department 
utilization,   the  authors  conclude  the  problems  of  UPHPs  would  ease  if 
voluntary  hospitals  provided  more  outpatient  services  to  the  poor. 

Roemer  and  Mera  examine  hospital  outpatient  data  for  1969  from  33 
counties  and  21  states  to  explore  how  voluntary  hospital  behavior 
contributes  to  the  problems  of  public  hospitals.     Each  study  county  has 
one  or  more  urban  public  hospitals  for  the  poor  plus  several  voluntary 
hospitals.     The  UPHPs  include  all  state  and  local  government  short-term 
general  hospitals.     The  data  excludes  federal  and  proprietary  hospitals 
and  Kaiser  Foundation  facilities.     For  each  hospital  in  the  sample,  the 
authors  derive  the  total  number  of  visits  to  organized  clinics  and 
emergency  rooms.     Referral  visits  of  private  patients  are  excluded. 
The  total  number  of  outpatient  visits  is  converted  into  rates  by 
dividing  by  the  applicable  county  populations.     Statistics  on  the 
number  of  outpatient  visits  per  inpatient  admission  per  hospital  per 
year  are  also  calculated.     This  measure  is  intended  to  reflect  the 
degree  of  attention  given  by  a  hospital  to  OPD  services  in  relation  to 
its  total  resources. 

In  relation  to  their  resources  voluntary  hospitals  assume  far  less 
"social  responsibility"  for  outpatient  services  to  the  poor  than  that 
of  public  hospitals.     Consistent  with  national  figures,  the  33  county 
comparisons  show  the  outpatient  load  carried  by  UPHPs  to  be  disport ionately 
heavier.     Of  the  OPD  visits  in  all  33  counties,  42.5  percent  are 
provided  by  the  UPHPs  with  only  21.1  percent  of  the  beds.  Moreover, 
the  ratio  of  OPD  visits  to  admissions  was  much  higher  for  UPHPs  than 
for  voluntary  hospitals.     For  public  hospitals,   the  overall  average  was 
12.67  OPD  visits  per  inpatient  admission  per  year  compared  to  the 
voluntary  hospital  average  of  2.80  visits.     Of  particular  interest  was 
the  discovery  that  in  the  counties  with  a  higher  overall  rate  of  OPD 
services  per  1,000  population,  the  relative  share  of  the  load  borne  by 
voluntary  hospitals  tends  to  be  greater.     The  authors  interpret  this  to 
mean  where  patient-dumping  is  more  frequent,   the  total  county-wide  OPD 
rate  is  lower. 
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The  inequitable  burdens  borne  by  public  hospitals  extend  beyond 
the  out-patient  setting  to  the  training  of  physicians,   using  patients 
as  research  subjects,   and  to  carrying  a  heavier  load  of  inpatient  care 
for  the  aged  and  chronically  sick    The  authors  claims  this  is  but  part 
of  a  general  phenomenon  of  public-private  inequities  in  many  fields. 
With  respect  to  the  plight  of  UPHPs,   the  authors  tender  some  short-run 
solutions.     These  measures  include  increasing  public  hospital  budgets, 
transferring  control  of  UPHPs  to  non-governmental  bodies,  broadening 
the  scope  of  the  traditional  district  health  centers  of  public  health 
agencies,  and  enforcing  state  and  federal  requirements  regarding 
voluntary  hospital  obligations  to  the  poor.     In  the  long-run,  however, 
the  authors  speculate  a  major  recasting  of  the  U.S.  hospital  system 
may  be  necessary. 

*  *  * 


Acton,  Jan  Paul.     "Demand  for  Health  Care  Among  the  Urban  Poor,  With 
Special  Emphasis  on  the  Role  of  Time."    New  York:     New  York 
City  Rand  Institute,  April  1973,  Pub.  No.  R-l 15 1-0E0/NYC . 

As  many  prices  for  health  care  decline  in  relative  importance, 
time  prices  may  become  the  chief  determinant  of  demand  for  medical 
services.  The  author  develops  a  model  that  explicitly  includes  time 
prices.     Data  from  two  household  surveys,  each  covering  about  1,500 
households  and  about  5,000  individuals,   in  New  York  City  are  used  to 
test  the  model.     The  surveys  cover  the  neighborhoods  surrounding  the 
Red  Hook  and  Charles  Drew  (Bedford-Crown)  Neighborhood  Health  Center. 
The  general  characteristics  of  the  population  in  the  two  neighborhoods 
are  similar:     mostly  black  (84  percent),  mean  income  of  $5,600. 

The  author  uses  four  dependent  variables:     visits  to  outpatient 
departments  or  clinics  (OPDC),   private  office  visits  (PRIV),  days  of 
hospitalization  in  public  facilities  (DAZPUB),  and  private  facilities 
(DAXRIV).     The  time  price  per  minute  is  assumed  equal  to  earned  income 
per  minute  for  working  person  and  equal  to  $.01  per  minute  for  the 
unemployed.     Time  prices  are  expected  to  be  positively  related  to 
utilization  of  private  sources  of  care  and  inversely  related  to  usage 
of  public  (fee)  sources.  Travel  time  is  expected  to  be  more  important 
than  waiting  time.     The  author  also  includes  variables  for  earned  and 
unearned  income,   age,   insurance  coverage,  health  status,  education, 
race,   sex,   and  household  size.     Hospital  utilization  was  included  as  an 
independent  variable  in  the  ambulatory  equations.     The  author  used  both 
Ordinary  Least  Squares  (OLS)  and  Tobit  estimation  techniques. 
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The  results  show  the  elasticity  with  respect  to  time  prices  for 
the  Red  Hood  and  Bedford-Crown  population  to  exceed  the  elasticities 
with  respect  to  money  prices  calculated  in  other  studies  of  ambulatory 
care.  Elasticities  with  respect  to  travel  time  range  from  -.6  to  -1.0 
for  public  outpatient  care  and  from  -.25  to  -.34  for  private  ambulatory 
care.     The  elasticities  with  respect  to  waiting  time  are  smaller. 
Waiting  time  seems  to  function  as  a  normal  price,  with  demand  being 
more  responsive  to  changes  in  waiting  time  at  public  ambulatory 
facilities  than  it  is  to  waiting  time  at  private  physicians'  offices. 
These  results  indicate  that  time  already  functions  as  a  rationing 
choice  for  demand  among  the  poor  population  in  New  York  City  and  are 
consistent  with  the  hypotheses  that  users  of  public  facilitites  are 
substituting  time  payments  for  money  payments.     The  absence  of  direct 
measures  of  time  prices  associated  with  hospitalization  permits  only 
limited  and  inconclusive  observation  about  the  effect  on  the  demand 
for  inpatient  care. 

*  *  * 


Acton,  Jan  Paul.     "Demand  for  Health  Care  When  Time  Prices  Vary  More 

Than  Money  Prices."    New  York:     New  York  City  Rand  Institute,  May 
1973,  Pub.  No.  R-1189-OEO/NYC. 

The  author  specifies  a  utility  maximization  model  of  demand  for 
health  care  that  allows  people  to  substitute  payments  with  time  for 
payments  with  money  in  order  to  analyze  demand  in  circumstances  where 
money  prices  for  services  are  low  or  nonexistent. 

The  author  uses  data  from  a  1965  survey  of  users  of  outpatient 
departments  (OPD)  of  New  York  City  municipal  hospitals,  weighted 
towards  frequent  users.     He  tests  the  model  using  Ordinary  Least 
Squares  (OLS)  estimate  of  both  structural  and  reduced  from  equations  on 
four  department  (endogenous)  variables:     number  of  outpatient  visits, 
number  of  hospitalizations,  number  of  private  physician  visits  in  the 
preceding  year  and  the  distance  from  the  respondent's  home  to  the 
outpatient  department.     Distance  is  used  as  the  chief  measure  of  the 
price  of  an  OPD  visit  and  embodies  money  costs,  time  costs,  and  informa- 
tion costs.     He  includes  independent  variables  for  earned  and  nonearned 
income  (only  earned  income  is  a  component  of  time  cost),  assets,  health 
insurance,   self-assessed  health  status,  mode  of  transportation,  educa- 
tion, age,   sex,  race,  work  status,  household  size,  welfare  status. 

Estimates  of  the  structural  equation  show  outpatient  visits  and 
hospital  stays  to  be  complements,  but  show  no  significant  relationship 
between  outpatient  visits  and  visits  to  private  doctors.     Distance  to 
the  OPD  functions  as  a  significant  price  in  determining  demand  for  out- 
patient services  and  as  a  significant  cross  price  for  inpatient  services 
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(elasticity  =  .25)  and  for  private  physician  services  (elasticity  = 
.05).     The  reduced  form  equation  indicates  that  high  opportunity  costs 
shift  patients  away  from  time-intensive  outpatient  department  and 
inpatient  care  and  toward  private  physicians.     Working  people  travel 
shorter  distances  than  nonworkers.     The  coefficients  on  income  suggest 
that  outpatient  care  is  a  normal  good  and  hospitalization  an  inferior 
good.     Education  is  positively  associated  with  use  of  outpatient  facilitie 
and  negatively  associated  wth  visits  to  private  physicians.     Age  is 
positively  related  to  utilization  and  other  demographic  characteristics 
have  the  expected  effects  on  utilization. 

*  *  * 


Caress,   Barbara  and  London,   Steven.     "NYC  Public  Hospitals."  Health 
PAC  Bulletin  69  (March/April  1975):5-31. 

This  article,  written  at  the  height  of  New  York  City's  fiscal 
crisis,  chronicles  the  various  attempts  by  the  city  to  restructure  the 
financially  troubled  municipal  hospital  system  while  trying  tohold  down 
costs.     The  actions,  reactions,   and  battles  of  various  political 
factions  (the  NYC  Health  and  Hospital  Corporation  (HH),   the  hospital 
workers'  union,   the  Mayor's  Office,  etc.)  are  described. 

The  enactment  of  Medicare  and  Medicaid  in  1966  affected  the  New 
York  City  municipal  hospital  system  by  allowing  many  patients,  who 
formerly  relied  on  city  hospitals,  to  go  the  hospital  of  their  choosing 
and  still  be  covered  by  the  government  programs.     In  the  subsequent  ten 
years,  an  increasing  number  of  Medicare  and  Medicaid  patients  went  to 
voluntary  hosptials  for  care.     At  the  same  time,   pa   Lents  not  covered 
by  third-party  payors  shifted  in  the  opposite  direction — from  voluntary 
to  municipal  hospitals.     Thus,  municipal  hospitals  saw  a  decline  of 
patient  days  while  assuming  responsibility  for  "unprofitable"  hospital 
patients  which  worsened  their  chronic  financial  problems.     When  public 
hospitals  were  the  virtual  sole  provider  of  health  care  for  the  poor, 
cutting  their  funds  was  unthinkable.     With  Medicaid  and  Medicare, 
public  hospitals'  political  position  was  weakened.     However,  municipal 
hospitals  had  support  from  three  factions:     (1)  most  of  the  city's 
medical  schools  and  some  of  its  voluntary  hospitals  who  had  affiliated 
with  the  municipal  system;  (2)  the  local  chapter  of  the  American 
Federation  of  State  and  Municipal  Employees,   in  which  the  hospital 
workers  represented  the  largest  number  of  municipal  workers;  and  (3) 
politicians,  especially  those  representing  black  and  Puerto  Rican 
constituencies,  who  saw  the  municipal  hospitals  as  a  source  of  patronage 
and  local  influence. 

Most  of  the  government  money  for  the  city's  health  care  services 
comes  from  federal  and  state  sources  with  about  one-third  coming  from 
the  city.     As  the  amounts  spend  on  city  health  soared,   state  and 
federal  authorities  put  pressure  on  the  city  and  cut  services,  thereby 
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reducing  the  financial  obligation  of  all  three  levels  of  government. 
Both  the  President  and  the  Governor  of  New  York  pointed  to  health 
services  as  a  major  cause  of  the  city's  inability  to  pay  its  debt. 

The  year's  1969-1975  brought  numerous  attempts  by  the  city  to  cut 
costs  by  cutting  services.     In  1976,   the  HHC  adopted  a  three-year  plan 
which  intended  to  cut  $159  million  from  the  FY  1975  $1  billion  budget 
by  the  end  of  FY  1977.     The  plan  essential  entailed  "voluntarization" 
of  public  hospitals,   i.e.,   reorganizing  them  in  terms  of  type  and  scope 
of  service  provided.     The  authors  point  out  that  voluntary  hospitals 
were  also  on  the  defensive  and  cutbacks  have  been  proposed  which 
threatened  some  voluntary  hospitals'  existence.     The  voluntary  hospitals' 
tack  was  to  plan  to  close  "obsolete  and  unncessary  facilities"  and 
organize  around  large,   high  technology  acute  inpatient  care  (and  thus 
expensive)  facilities. 

The  authors  question  the  validity  of  modeling  the  municipal 
hospital  after  the  voluntary  hosptial  at  the  same  time  that  the  viability 
of  the  latter  is  in  question.     The  needs  of  the  voluntary  hospital 
requires  more  resources  while  the  government  is  attempting  to  cut  back 
on  spending.     This  may  mean  more  costly  care  for  fewer  people.  The 
implications  of  this  and  proposals  for  deinstitutionalizing  health  care 
and  its  impact  on  providing  services  to  the  bulk  of  the  population  are 
discussed. 


*  *  * 


Stratmann,  William  C.  and  Ullman,   Ralph.     "A  Study  of  Consumer  Attitudes 
Attitudes  About  Health  Care:     The  Role  of  the  Emergency  Room." 
Medical  Care  13  (December  1975) :1033-43. 

In  this  study,   the  authors  attempted  to  construct  a  theory  of 
consumer  demand  for  emergency  room  services.     A  survey  of  521  households 
representing  a  population  of  close  to  600,000  provided  information  as 
to  the  public's  perceptions  of  the  emergency  room  and  the  factors  that 
determined  its  use  in  place  of  other  sources  of  care.     Hospital  emergency 
room  services  were  found  to  be  the  primary  source  of  care  for  a  small 
percentage  of  the  population  with  only  5  percent  of  those  surveyed 
reporting  use  of  the  emergency  room  for  "nonurgent"  purposes.  Convenience 
and  location  were  found  to  be  the  most  important  criteria  in  the 
selection  of  the  source  of  care  for  routine  problems    When  residence 
was  controlled  for  in  the  selection  of  a  particular  emergency  room, 
location  was  a  much  more  important  factor  for  the  suburban  residents 
than  for  those  in  the  city  with  relatively  easy  access  to  a  number  of 
hospitals.     Sociodemographic  factors,  however,  were  not  found  to  be 
important  determinants  of  emergency  room  utilization. 
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The  sample  group,   surveyed  in  May  of  1973,  was  chosen  from  a 
community  in  the  area  of  Rochester,  New  York.     The  study  population  was 
chosen  using  a  cluster  sampling  technique  on  a  random  sample  of  census 
tracks.  The  socio-demographic  characteristics  of  this  group  were  found 
to  closely  resemble  those  of  the  entire  population  in  the  area  surveyed. 
Rsepondents  were  questioned  as  to  the  source  of  care  most  frequently 
sought,   the  source  relied  on  in  times  of  need,   and  the  decision  criteria 
used  in  selected  the  source  of  care.     The  relationships  of  emergency 
room  utilization  with  various  sociodemographic  characterics  was  also 
analyzed;  however,   a  stepwise  regression  using  source  of  payment, 
residence,  education  and  marital  status  did  little  to  explain  the 
variation  in  utilization. 

The  main  purpose  of  this  project  was  to  identify  those  factors 
which  determine  the  patient's  decision  regarding  alternative  sources  of 
care.  The  authors  base  their  work  on  the  concept  of  utility  as  perceived 
by  the  individual.     Their  results  show  that  people  do  differentiate 
between  the  attributes  (location,   quality  of  care,  etc.)  of  the  emergency 
rooms  themselves. 


*  *  * 


Ullman,  Ralph;  Block,  James;  and  Stratmann,  William.   "Am  Emergency  Room's 
Patients:    >  Their  Characteristics  and  Utilization  of  Hospital 
Services."'  Medical  Care  13  ( Decemberl975) : 1011-20. 

This  study  analyzes  the  patient  population  utilizating  emergency 
room  services  at  an  urban  community  hospital.     Most  studies  concerned 
with  this  topic  have  used  data  on  the  number  of  visits  directly  and 
thus  tend  to  have  an  overrepresentation  of  high  frequency  users.  The 
authors  avoided  this  problem  by  weighting  the  sample  data  with  the 
reciprocal  of  the  visit  frequency,  e.g.,   the  information  on  a  visit  of 
an  individual  with  four  visits  would  carry  one-fourth  the  weight  of  an 
individual  with  one  visit.     The  major  finding  of  this  project  was  that 
the  large  majority  of  patients  visiting  the  emergency  room  did  so 
infrequently.     The  greatest  utilization  rates  were  strongly  assoicated 
with  the  low-income  inner  city  black  population.     While  the  majority  of 
visits  by  the  high-frequency  users  were  for  non-emergency  reasons, 
there  was  no  indication  of  excessive  utilization. 

The  data  for  this  study  was  taken  from  the  records  of  the  Genesee 
Hospital  in  Rochester,  New  York.     A  sample  of  750  visits  was  randomly 
selected  out  of  some  46,000  on  file  for  the  12  months  from  July,  1971  to 
June,  1972.     Information  on  the  visit  and  the  patient  was  used  to 
determine  any  significant  relationships  between  utilization  rates  and 
social  and  demographic  characteristics.     The  use  of  other  hospital 
services  subsequent  to  the  emergency  room  visit  was  also  tested  for 
association  with  the  frequency  of  visit. 
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Using  the  chi-square  test  for  dependence  between  the  number  of 
visits  and  the  patient's  age  or  sex,  no  significant  relationship  was 
apparent.  A  strong  association  was  found  with  race  and  source  of 
payment,  though,  with  blacks  and  Medicaid  recipients  having  the  highest 
visitation  rates.     High  frequency  users,   categorized  as  those  with 
three  or  more  visits  per  year,  reported  fewer  accidental  causes  for  any 
given  visit  but  were  admitted  to  the  hospital  at  rates  similar  to  those 
with  only  one  visit  per  year.     These  results  indicate  that  the  low 
income  black  has  been  substituting  emergency  room  services  for  necessary 
ambulatory  care;  in  many  cases,  alternative  sources  of  care  would 
probably  have  been  more  appropriate  had  they  been  accessible. 

*  *  * 


Sloan,  Frank  A.  and  Bentkover, Judith  D.  "Demand  for  Ambulatory  Care  in 
Alternative  Practice  Settings."  Chapter  5  in  Access  to  Ambulatory 
Care  and  the  U.S.  Economy  (Lexington,  Mass.:     Lexington  Books,  1979). 

This  chapter  uses  data  from  the  Medical  Access  Study  (MAS)  conduc- 
ted by  the  National  Opinion  Research  Center  of  the  University  of 
Chicago,  during  1975.     The  survey  included  7,787  persons  in  7,432 
households  in  a  national  sample.     The  authors  performed  discriminant 
analysis  on  four  samples  of  individuals:     female  head  of  households 
aged  25  to  64,  married  men  aged  25  to  64,  married  women  aged  25  to  64, 
and  retired  persons  over  age  65  living  in  families  with  both  husband 
and  wife  present.     The  dependent  variable  under  analysis  is  defined  as 
the  source  of  care. 

Data  on  prices  charged  were  not  available  in  the  survey,  but  data 
were  available  for  private  insurance  coverage  and  eligibility  for 
public  health  programs  such  as  Veterans  Administration  coverage, 
Medicare,  and  Medicaid.     Shadow  wages  for  employed  patients  were 
estimated  from  the  results  of  the  regresson  on  the  wages  of  a  sample 
ofworking  adults  using  schooling,  work  experience,   race,  community 
size,  health  status,  and  region  as  explanatory  variables.     Shadow  wages 
of  unemployed  patients  were  estimated  by  a  much  more  complex  procedure. 
Two  measures  of  non-earned  income  (one  measuring  "permanent"  income  and 
the  other  transient  non-earned  income)  were  used  to  evaluate  the  "pure" 
ncome  effect  on  choice  of  providers.     Family  size,  race,  and  physician 
availability  were  also  included.     The  authors  also  created  a  series  of 
variables  corresponding  to  the  reasons  for  visits — whether  for  acute  or 
chronic  ailments — and  identifying  the  severity  of  the  complaint. 

Physician-population  ratios  and  income  seem  to  account  for  most  of 
the  differences  in  choice  by  retirees.     Persons  with  low  incomes  living 
in  areas  with  few  office-based  specialists  tend  to  visit  general  practi- 
tioners (GPs)  and  to  a  lesser  extent  hospital  outpatient  departments. 
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Reasons  for  the  visits  do  not  seem  to  be  very  important.  Persons 
seeing  GPs  do  not  seem  to  be  very  different  form  persons  using  outpatient 
departments.     The  model  correctly  classified  66  percent  of  the  retirees 
using  office-based  specialists. 

Among  female  heads  of  households,   the  availability  of  office-based 
specialists  and  private  insurance  increase  the  likelihood  of  using 
office-based  specialists.     Women  with  minor  acute  illnesses  are  likely 
to  use  either  GPs  or  institutional  forms  of  care;  Medicaid  recipients 
and  minorities  are  particularly  prone  to  using  the  outpatient  department 
(OPD).     Unemployed  women  are  more  likely  to  select  time-intensive  forms 
of  care  (GPs  and  OPDs).     Non-earned  income,  however,  has  no  significant 
effect. 

The  analyses  of  married  couples  shows  less  clear  results.  In 
summary,  however,   low  income  and  unemployment  have  the  expected  effect 
of  shifting  utilization  away  from  office-based  specialists  toward  more 
time-intensive  modes  of  treatment.     Medicaid  eligibility  showed  no 
discernable  effects.     The  results  clearly  show,  however,   that  a  shortage 
of  physicians  encourages  use  of  institutional  providers. 

*  *  * 
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Greenlick,  Merwyn,   R. ;  Freeborn,  Donald  K. ;  Colombo,  Theodore  J.; 
Prussin,  Jeffrey  A.;  and  Saward,   Ernest  W.   "Comparing  the  Use 
of  Medical  Care  Services  by  a  Medically  Indigent  and  General 
Membership  Population  in  a     Comprehensive  Prepaid  Group  Practice 
Program."    Medical  Care  10  (May-June  1972) : 187-200. 

This  paper,  prepared  by  the  Health  Services  Research  Center  of 
Kaiser  Foundation  Hospitals,  examined  the  utilization  patterns  of 
ambulatory  services  by  the  urban  poor  in  a  prepaid  group  practice 
plan.     Fifteen  hundred  indigent  families,  whose  capitation  payments 
were  provided  by  the  0E0  Comprehensive  Neighborhood  Community  Health 
Center  of  Portland,  Oregon,  were  compared  to  a  sample  of  the  Kaiser 
Foundation  Health  Plan's  general  membership  population.     The  main 
results  of  this  study  indicated  that,  with  the  removal  of  financial 
and  other  barriers,   the  urban  poor  made  use  of  a  similar  amount  and 
type  of  medical  care  services  as  the  other  members. 

This  study  was  performed  on  1969  data  abstracted  from  medical 
records  maintained  by  the  research  center  on  a  5  percent  sample  of 
the  general  membership  and  all  of  the  0E0  participants.     Both  of 
these  study  populations  were  composed  of  some  5,000  individuals,  but 
they  differed  significantly  with  respect  to  age,   sex,   family  size 
and  residence  distributions.     These  differences  reflected  the  fact 
that  the  OEO-sponsored  group  was  chosen  with  top  priority  given  to 
large  families  with  small  children.     Also,   the  0E0  project  was 
restricted  almost  entirely  to  residents  of  the  urban  core  while  only 
25  percent  of  the  health  plan  sample  lived  in  the  center  city. 

A  comparison  of  the  proportion  of  the  population  receiving 
some  type  of  service  in  1969  showed  little  difference  between  the 
0E0  and  the  general  membership  groups.     Also,   both  groups  manifested 
a  decreasing  percentage  of  users  with  increasing  family  size.  The 
pattern  of  medical  care  utilization  was  also  found  to  be  relatively 
similar  when  the  distribution  of  ambulatory  services  was  compared 
not  only  between  the  0E0  group  and  the  entire  health  plan  sample, 
but  also  between  the  0E0  group  and  the  general  members  residing  in 
the  center  city.     Significant  differences  appeared,  however,  when 
the  frequency  of  physician  visits  was  analyzed  while  controlling 
for  age  and  sex;  indigent  members  in  the  over  19  age  categories 
were  found  to  have  significantly  higher  visitation  rates  than  their 
general  membership  counterparts.     0E0  participants  were  also 
found  to  have  higher  no-show  rates  for  scheduled  visits  and  a 
greater  proportion  of  walk-ins  relative  to  the  total  number  of 
visits  than  those  in  the  health  plan  group.     On  the  whole,  however, 
utilization  rates  and  patterns  appeared  to  be  quite  similar  between 
the  two  populations,  despite  the  substantial  differences  in  physical, 
social  and  cultural  environments,  once  the  financial  barriers  were 
eliminated. 
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Hester,  J.  and  Sussman,  E.     "Medicaid  Prepayment:     Concept  and  Imple- 
mentation."    Milbank  Memorial  Fund  Quarterly /Health  and  Society 
(Fall  1974) :415-44. 

Prepayment  of  medical  care  has  been  seen  as  an  efficient  means 
of  holding  down  health  care  costs.     It  is  an  attractive  alternative 
to  f ee-f or-service  in  relation  to  Medicaid  because  it  theoretically 
promises  to  simplify  administration  for  the  provider  and  funding 
agency,  offer  accessible  and  quality  care  to  Medicaid  eligibles, 
offer  the  prospect  of  a  regular,  stable  cash  flow  for  the  health 
plan,   in  addition  to  the  promise  of  lower  costs. 

This  article  outlines  some  issues  and  problems  involved  specif- 
ically in  prepayment  plans  for  Medicaid  populations  and  the  imple- 
mentation of  such  arrangements.     As  the  basis  for  the  discussion, 
the  article  uses  the  experiences  of  existing  Medicaid  prepayment 
plans  in  California  and  New  York. 

There  are  many  issues  involved  in  Medicaid  prepayment  which 
differ  from  private  prepayment.     The  article  discusses  problems  in 
relation  to  implementation  of  such  arrangements  (i.e.,   the  convert- 
ing to  prepayment  from  f ee-f or-service )  and  maintenance  of  Medicaid 
prepayment  in  light  of  the  problems  peculiar  to  a  Medicaid 
population. 

Major  elements  involved  in  Medicaid  prepayment  include: 

(1)  Problems  of  enrollment  and  maintenance  of  a  stable 
tion  (which  include  the  need  to  convince  Medicaid  eligibles 
enroll  and  the  difficulty  of  keeping  that  population  due  to 
eligibility  status). 

(2)  Appropriate  utilization  of  services. 

(3)  Out-of-plan  use  of  services  by  Medicaid  enrollees. 

(4)  Regulation  of  quality  of  medical  care. 

(5)  Failure  of  the  prepayment  economic  incentive  (if  capitation 
rates  and  shifting  enrollment  cause  a  loss  for  the  plan). 

The  authors  stress  the  need  for  a  carefully  drawn  Medicaid 
prepayment  contract  between  the  Medicaid  agency  and  the  plan,  which 
adequately  addresses  the  issues  and  potential  problems  listed  above 
based  on  the  realities  of  Medicaid  prepayment  experience  and  not 
merely  relying  on  theoretical  assumptions  about  prepayment.     Using  a 
contract  between  New  York  City  and  the  Martin  Luther  King,  Jr. 
Neighborhood  Health  Center  as  an  example,   the  article  discusses  the 
specific  areas  which  should  be  addressed  in  a  contract. 
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Finally,   the  authors  call  for  the  need  for  using  past  experience 
of  pilot  projects  in  continued  implementation  of  Medicaid  prepayment 
plans.     They  contend  that  the  "hidden  hand"  of  economic  incentives 
will  not  guide  a  prepaid  plan  to  successful  operation  and  careful 
examination  of  the  real  issues  involved  in  public  prepayment  for 
medical  care  is  necessary  in  future  development. 

*  *  * 


Goldberg,  Victor  P.     "Some  Emerging  Problems  of  Prepaid  Health  Plans 
in  the  Medi-Cal  System"     Policy  Analysis  1  (Winter  1975): 
55-68. 


This  article  presents  some  of  the  problems  associated  with  using 
a  profit-oriented  system  to  provide  the  poor  with  adequate  health 
care.     The  prepaid  health  plan,  a  mainstay  in  California's  effort  to 
control  the  cost  of  its  Medicaid  program,   is  promoted  as  an  effec- 
tive means  to  prevent  over  utilization  and  encourage  an  efficient 
allocation  of  resources.     The  author  contends  that  the  competitive 
nature  of  the  prepaid  plan  fosters  misrepresentation  in  marketing 
and  under  utilization  of  services.     As  profits  increase  with  each 
new  enrollee  whose  health  costs  are  below  capitation  rates,  patient 
screening  has  become  a  common  practice,   both  with  potential  enrol- 
lees  and  current  members  incurring  significant  health  care  costs. 
The  nature  of  the  Medi-Cal  population  further  exacerbates  the 
problems  associated  with  the  prepaid  plan;  with  the  large  turnover 
in  welfare  eligibles,   there  is  little  incentive  to  provide  preven- 
tive services. 

The  author  does  not  propose  a  superior  alternative  to  the 
prepaid  health  plan.     He  states  his  purpose  to  be  one  of  cautioning 
policy  makers  from  turning  health  care  responsibilities  over  to  a 
competitive  system  without  fully  considering  the  implications  for 
the  poor  and  sick. 

*  *  * 


Berkanovic,  E. ;  Reeder,   L.G.;  Marcus,  A.C.;  and  Schwartz,  S.  "The 

Effects  of  Prepayment  on  Access  to  Medical  Care:     The  PACC  Exper 
ience."    Milbank  Memorial  Fund  Quarterly/Health  and  Society  53 
(Spring  1975) :  241-54. 

The  question  addressed  in  this  study  is  whether  there  is  a 
significant  difference  in  Medicaid  recipients'  perceptions  of  health 
care  under  a  prepaid  foundation  or  a  f ee-f or-service  program.  The 
results  indicate  that  the  recipients  were  basically  indifferent  as 

to  the  two  sources  of  payment. 
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The  Physicians'  Association  of  Clackamas  County  (PACC)  is  a 
non-profit   foundation  sponsored  by  area  physicians.     This  system 
was  compared  to  that  of  the  adjacent  county  of  Washington,  Oregon, 
using  data  from  interview  surveys.     A  random  sample  of  some  300 
recipients  in  each  of  the  two  counties  was  questioned  on  a  number 
of  factors  relating  to  access  amd  accessibility.     The  chi-square 
distribution  and  gamma  measure  of  association  were  used  to  identify 
significant  differences  in  responses  between  counties.  Respondents 
indicated  similar  perceptions  of  waiting  time  and  difficulty  in 
getting  an  unscheduled  visit  but  data  on  utilization  rates  indicated 
little  variation  in  access  between  groups.     On  the  question  of 
acceptability,  the  two  groups  also  responded  in  a  similar  fashion. 

The  results  "suggest  that  the  organizational  features  of 
medical  practice  which  affect  access  are  similar  in  both  systems." 
The  data  also  contradict  the  hypothesis  that  prepayment  plans 
provide  incentive  to  deny  necessary  services. 

*  *  * 


Bice,  T.W.     "Risk  Vulnerability  and  Enrollment  in  a  Prepaid  Group 
Practice."    Medical  Care  13  (August  1975):  698-703. 

The  hypothesis  of  a  positive  association  between  poor  health 
status  and  enrollment  in  a  prepaid  group  plan  has  been  tested  in 
numerous  studies.     In  this  study,  Bice  shows  that  risk  vulnerability 
and  enrollment  are  linearly  and  positively  related  when  economic 
conditions  are  accounted  for.     Using  a  sample  of  poor  and  predomin- 
antly black  residents  of  a  public  housing  project  in  East  Baltimore, 
Maryland,  a  high  correlation  was  found  between  health  status  and 
enrollment  among  those  subject  to  high  out-of-pocket  expenses.  On 
the  other  hand,  there  was  a  near  zero  correlation  with  health  for 
those  who  qualified  for  Medicaid  and  thus  had  low  economic 
vulnerability. 

The  results  are  based  on  personal  interviews  with  a  random 
sample  of  300  households,  or  some  10  percent  of  the  low-income 
population  offered  enrollment  in  a  prepaid  practice  plan  in  1971. 
Respondents  were  questioned  as  to  symptoms,  conditions,  emotional 
disturbances,   personal  health  assessment  and  self-assessment  rela- 
tive to  others.     A  family  was  considered  "enrolled"  if  it  had 
belonged  to  the  group  plan  at  any  time  during  the  first  22  months  of 
operat  ion. 

The  gamma  measure  of  association  showed  a  mild  positive  correla- 
tion between  enrollment  of  the  non-Medicaid  population  in  the  prepaid 
plan  and  four  of  the  five  health  status  indicators.     Information  on 
previous  utilization  (doctor  visits  and  hospitalization)  yielded  an 
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even  stronger  association  with  enrollment.     Correlations  for  the 
Medicaid  population,  however,  were  near  zero  for  both  health  status 
and  utilization  indicators.     The  evidence  supports  the  hypothesis 
that  risk,  vulnerability  is  an  important  factor  determining  enroll- 
ment, but  only  when  the  individual  or  household  is  also  vulnerable 
from  an  economic  standpoint. 

*  *  * 


Schneider,  Andreas  G.   and  Stern,  Joanne. B.     "Health  Maintenance 

Organizations  and  the  Poor:  Problems  and  Prospects."  Northwestern 
University  Law  Review  70  (1975):  90-138. 

The  legal  basis  of  the  HMO  and  the  complications  for  the  poor 
are  discussed  at  length  in  this  paper.     The  authors  identify  the 
more  important  aspects,  both  positive  and  negative,  of  this  organi- 
zational form,  analyzing  them  with  respect  to  the  enabling  legisla- 
tion and  the  economic  incentives  inherent  to  the  system.     Many  of 
the  problems  that  have  arisen  relate  specifically  to  the  poor,  not 
the  least  of  which  are  the  high  capitation  rates  that  many  low- 
income  families  cannot  afford.     Even  those  who  are  covered  by  public 
aid  still  face  a  barrier  to  entry  as  the  HMOs  often  exclude  those 
associated  with  higher  illness  rates.     Of  the  organizations  that  do 
accept  Medicaid  or  Medicare  recipients,  many  have  no  other  enrollees; 
these  HMOs  have  been  shown  to  be  significantly  inferior  in  quality 
to  those  serving  middle  and  high  income  groups  as  well.     Thus,  while 
one  of  the  original  goals  for  the  HMO  was  the  mitigation  of  differ- 
ences in  the  type  and  quality  of  services  provided  to  the  various 
socio-economic  groups,   they  appear  to  have  further  aggravated  the 
situation. 

Federal  and  state  legislation  has  done  little  to  insure  that 
the  poor  would  have  access  to  an  HMO,  or,  if  they  were  able  to 
enroll,  would  have  any  control  over  the  quantity  or  quality  of 
services.     The  Health  Maintenance  Organization  Act  of  1973,  primar- 
ily designed  to  encourage  the  development  of  HMOs,  established  some 
limited  criteria  to  encourage  equity  in  the  system.     For  one  thing, 
it  specifically  regulated  against  separate  HMOs  for  public  and 
private  recipients  by  putting  a  50  percent  limit  on  the  portion  of 
Medicare  and  Medicaid  enrollees.     The  Act  also  discouraged  the  use 
of  exclusionary  practices;  however,  there  was  no  mechanism  to  insure 
that  the  eligible  poor  would  have  access  to  the  HMOs. 

While  the  federal  appropriations  have  been  important  in  the 
growth  of  the  HMOs,  the  authors  argue  that  the  primary  determinant 
of  contractual  arrangements  between  HMOs  and  states  has  been  state 
legislation.     Substantial  variation  exists  between  the  states  with 
respect  to  the  scope  and  content  of  the  laws,  with  some  prohibiting 
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HMOs  altogether.     Few  states  make  any  provisions   for  development 
funds  or  for  consumer  participation  in  the  administrative  processes; 
California  is  the  only  state  with  specific  legislation  regarding  the 
contractual  arrangement  between  the  HMO  and  the  Medicaid  program. 

In  addition  to  a  general  overview  of  the  organizational  form 
and  legislative  background,  the  authors  focus  on  California's 
program  to  induce  the  development  of  HMOs  via  Medicaid  contracts. 
In  an  effort  to  control  escalating  costs  associated  with  the  fee- 
for-service  system,   the  California  Department  of  Health  had  con- 
tracted with  54  HMOs  between  1972  and  1974  for  a  total  Medicaid 
enrollment  of  over  250,000.     The  widespread  and  rapid  growth  of  this 
new  system  of  health  care  delivery  did  little,   if  anything,  to  curb 
costs  while  presenting  a  whole  new  set  of  problems.     Given  the  incen- 
tive to  enroll  as  many  Medicaid  eligibles  as  possible  while  keeping 
costs  to  a  minimum,  many  of  the  HMOs  resorted  to  market  misrepresen- 
tation and  underutilization  of  services.     As  the  contracts  made  no 
provision  for  enrollee  participation,  providers  were  not  responsive 
to  the  needs  or  desires  of  the  enrollee  population.     The  experience 
in  California  partially  reflects  the  situation  in  that  particular 
state  but  is  still  relevant  to  many  of  the  questions  regarding  HMOs 
in  general.     As  the  system  has  the  potential  of  providing  high 
quality  comprehensive  care  at  a  reasonable  cost  for  millions  of 
poor,   the  authors  called  for  increased  government  regulation  and 
consumer  participation  to  insure  that  such  goals  are  achieved. 

*  *  * 


Gaus,  Clifton  R. ;  Cooper,  Barbara  S.  and  Hirschman,  Constance  G. 
"Contrasts  in  HMO  and  Fee-f or-Service  Performance."  Social 
Security  Bulletin  39  (May  1976):3-14. 

Ten  health  maintenance  organizations  (HMOs)  are  compared  to  the 
f ee-for-service  system  with  respect  to  enrollment  selectivity,  util- 
ization, accessibility  and  satisfaction.     The  HMOs  chosen  for  study 
differed  in  terms  of  organization,  payment  arrangements  and  extent 
of  risk;  eight  of  the  ten  were  prepaid  group  practice  plans,  one  of 
which  was  not  at  risk  for  hospitalization,  and  the  other  two  were 
medical  foundations.     All  of  these  satisfied  the  criteria  of  being 
in  operation  for  at  least  a  year  and  having  a  sufficiently  large 
Medicaid  enrollment.     The  results  of  the  study  showed  little  differ- 
ence in  performance  between  these  HMOs  and  fee-f or-service  arrange- 
ments in  all  areas  except  hospital  utilization.     Annualized  rates 
for  hospital  care  were  two  and  a  half  times  less  for  the  group 
practice  enrollees  than  for  the  corresponding  f ee-for-service 
groups.     On  the  other  hand,  the  foundation  type  organization  mani- 
fested no  significant  difference  from  their  control  groups. 
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This  study  was  based  on  a  survey  of  6000  households,   or  close 
to  23,000  individuals,  who  qualified  for  Medicaid  through  the  AFDC 
program  and  had  been  on  the  welfare  rolls  at  least  six  months  prior 
to  the  date  of  the  interview.     The  20  groups,   10  study  and  10  con- 
trol, ranged  in  size  from  750  persons  to  over  1700  persons.  Each 
study  group  was  comprised  of  a  random  sample  of  the  population 
enrolled  in  particular  HMO  for  at  least  6  months.     A  matching  con- 
trol group  was  chosen  from  the  non-HMO  poulation  residing  in  the 
same  zip  code  area  so  that  the  comparison  group  would  have  a  similar 
stratification  of  family  size  and  age  of  head  of  household.  An 
analysis  of  responses  to  questions  on  health  status  during  the  pre- 
vious year  indicated  that  there  was  no  significant  difference  in 
either  perceived  health  status  or  the  number  of  chronic  conditions 
reported  by  the  study  and  control  groups. 

While  the  responses  supported  the  popular  assumption  that 
hospital  utilization  would  be  lower  for  the  group  practice  HMO  than 
for  fee-for-service  or  foundation  plans,   there  was  no  evidence  that 
preventive  care  was  any  greater  in  an  HMO  than  in  a  fee-for-service 
program.     Also,   there  was  no  indication  that  the  HMO  ranked  any 
higher  in  terms  of  accessibility  or  satisfaction  than  the  prepaid 
system. 

*  *  * 


Mullen,  Lawrence. R.   and  Schneider,  Andreas. G.     "HMOs  and  the  Poor: 

Another  Look  at  the  California  Experience."    Health  Law  Project 
Library  Bulletin  No.   323  (July  1976). 

In  1972,  the  State  of  California  began  contracting  the  prepaid 
health  plans   (PHPs)  in  an  effort  to  control  the  high  costs  of  the 
state's  Medicaid  program.     Under  the  PHP  program,  PHPs  received  monthly 
capitation  payments  from  the  state  and  were  to  provide  Medicaid 
beneficiaries  all  covered  services.     By  the  end  of  1974,  the  state 
Department  of  Health  was  paying  54  PHPs  $81.6  million  per  year  to 
provide  care  to  252,000  eligible  beneficiaries.     This  growth  rate 
was  about  twice  that  of  federal  HMO  development  during  the  same 
period,  reflecting  the  existence  in  California  of  HMOs  that  were 
created  by  entrepreneurs  specifically  to  collect  state  capitation 
payments.     These  were  unstable  organizations  which  had  high  adminis- 
trative overheads  and  low  enrollee  utilization  rates. 

While  some  PHPs  did  deliver  quality  care  to  their  Medicare 
enrollees,  most  private  contractors  did  not.     To  maximize  capitation 
payments,   it  was  to  the  contractors'  advantage  to  maximize  the 
number  of  Medicaid  enrollees  and  minimize  the  amounts  spent  on 
delivering  services  or  assuring  the  quality  of  those  services. 
These  incentives  led  to  abuses  such  as  fraudulent  enrollment  prac- 
tices, denial  of  needed  emergency  care  and  other  covered  services, 
and  low  quality  care. 
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Medicaid  recipients  took  complaints  of  these  abuses  to  the 
press  which  led  to  state  and  federal  investigations,  but  did  little 
to  correct  problems,   and  the  state  continued  to  pay  capitation 
payments  to  the  PHPs.     Recipients  also  organized  a  disenrol lment 
campaign  which  resulted  in  increased  enrollment  efforts  by  contrac- 
tors rather  than  improvement  of  their  operations. 

In  1973,   the  Waxman-Duffy  Prepaid  Health  Plan  Act  was  passed 
which  established  standards  for  marketing  techniques,  contained 
quality  assurance  provisions,   and  required  public  hearings  before 
the  formation  of  new  PHP  contracts  or  renewal  of  existing  ones. 
However,  the  Department  of  Health  did  not  enforce  these  new  stan- 
dards and  beneficiaries  filed  suit  in  the  courts. 

In  1975,  when  Governor  Brown  assumed  office,  he  imposed  a 
moratorium  on  PHP  contracting  and  formed  a  task  force  to  study  and 
make  policy  recommendations.     Six  months  later,  proposals   for  reform 
were  announced  which  included  tighter  financial  and  medical  quality 
controls,  direct  involvement  of  consumers  in  PHP  governing  bodies, 
and  existing  PHPs  were  to  be  reviewed  in  light  of  these  new  stan- 
dards and  only  those  complying  would  continue  to  receive  payments 
from  the  state.     Existing  PHPs  resisted  the  new  standards  and 
stalled  their  implementations  through  negotiations  and  threats  of 
court  challenges. 

A  new  director  of  the  PHP  program,  Thomas  Moore,  was  appointed 
in  November,  1975.     He  succeeded  in  enforcing  the  standards  and  cut 
out  most  of  the  existing  marginal  PHPs.     Moore  was  fired  in  April, 
1976  because,   the  authors  contend,  of  pressure  exerted  on  Governor 
Brown  by  the  industry.     Based  on  the  history  of  the  PHP  program,  the 
authors  are  pessimistic  about  responsible  state  monitoring  of 
PHPs. 


*  *  * 


D'Onofrio,  Carol. N.   and  Mullen,  Patricia. D.     "Consumer  Problems  and  Prepaid 
Health  Plans  in  California:     Implications  for  Serving  Medicaid 
Recipients  Through  Health  Maintenance  Organizations."  Public 
Health  Reports  92  (March-April  1977):  705-37. 

The  program  to  replace  the  f ee-f or-service  systems  with  prepaid 
health  plans  (PHP)  in  California  has  fallen  far  short  of  original 
goals;   this  study  looks  at  the  major  problems  with  PHPs  as  seen  from 
the  consumer's  point  of  view  and  the  source  of  such  problems.  The 
study  employed  data  from  a  composite  of  sources:     enrollment  and 
disenrollment  records  from  the  state  health  department,  disenroll- 
ment   forms  collected  by  two  consumer  groups,   legal  affadavits  and 
testimony  before  investigating  committees.     Although  no  one  data 
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source  was  complete  or  of  much  use  by  itself,   the  combination  of 
sources  provided  important  information  as  to  the  main  failings 
perceived  by  consumers  and  primary  sources  for  disenrollment .  Data 
were  not  sufficient,   however  to  estimate  the  frequency  of  problems  or 
the  total  number  of  Medicaid-PHP  members  dissatisfied  with  the 
system. 

The  primary  intent  of  this  paper  is  to  identify  the  reasons  why 
the  PHP  program  has  failed  to  provide  adequate  health  services  to  the 
poor  (e.g.  ,  lack  of  state  regulation,   rapid  and  unplanned  program 
expansion)  and  to  alert  other  states  considering  PHPs  to  such  poten- 
tial pitfalls.     The  authors  concentrated  on  the  consumer  perspective 
as  public  opinion  and  willingness  to  participate  are  crucial  to  the 
program's  success.     As  of  1976,  only  10  percent  of  the  Medicaid 
population  was  enrolled  in  a  PHP,  compared  to  a  projected  goal  of  50 
percent.     The  average  membership  base  of  a  California  PHP  was  way 
below  that  deemed  necessary  for  economically  feasible  health  care. 
While  the  empirical  analysis  was  seriously  limited  by  the  lack  of 
consistent  data,   sufficient  information  was  gleaned  from  various 
records  to  indicate  the  main  sources  of  consumer  dissatisfaction  and 
disenrollment.     Of  these,   the  most  frequently  cited  problems  were 
deceptive  enrollment  practices  and  inadequate  services,  particularly 
for  emergency  situations. 


*  *  * 


Fuller,  Norman  A.;   Patera,  Margaret  W.  and  Koziol,  Krista.  "Medicaid 

Utilization  of  Services  in  a  Prepaid  Group  Practice  Health  Plan." 
Medical  Care  15  (September  1977):  705-3. 


In  1971,  the  District  of  Columbia  Department  of  Human  Resources 
implemented  a  demonstration  project  in  which  approximately  1,000 
Medicaid  eligibles  voluntarily  enrolled  in  a  prepaid  group  practice. 
The  project  sought  to  determine  whether  hospitalization  rates  would 
be  sufficiently  reduced  and  result  in  savings  that  would  warrant  a 
large  scale  Medicaid  enrollment  in  a  PGP.     The  study  evaluated  util- 
ization rates  of  medical  care  before  and  after  enrollment  in  the 
PGP;  costs  of  care  per  capita  for  PGP  enrollees  as  compared  to 
beneficiaries  in  the  Medicaid  universe;  and  patient  satisfaction 
with  the  PGP. 

The  survey  study  group  was  composed  of  individuals  who  enrolled 
in  the  PGP  in  response  to  letters  mailed  to  slightly  more  than  a 
thousand  Medicaid  eligibles.     The  group  of  1,000  individuals  in  the 
study  group  was  drawn  from  broad  age  groups  representing  the  total 
DC  Medicaid  population.     The  survey  control  group  was  composed  of 
the  DC  Medicaid  universe,   196,272  individuals  (7,001  of  these  were 
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excluded  based  on  age).     Benefits  provided  to  the  two  survey  groups 
were  identical  except  PGP  enrollees  received  dental  care  and  ambulance 
services  in  addition  to  the  standard  District  of  Columbia  benefit 
package . 

In  comparing  utilization  rates  between  the  two  groups,  four 
categories  of  services  were  used — physician  encounters,  hospital 
admissions,  hospital  days,   and  drug  prescriptions — which  comprised 
85  percent  of  total  dollar  expenditures  on  services. 

For  individuals  aged  1  through  64  enrolled  in  the  PGP,  physi- 
cian encounters  decreased  15  percent  over  a  22  month  period  includ- 
ing time  before  and  after  enrollment.     Aggregate  annualized  hospital 
admissions  for  enrollees  aged  1  through  64  dropped  30  percent. 
Aggregate  annualized  hospital  days  per  1,000  enrollees  aged  1 
through  64  dropped  32  percent,   and  utilization  of  prescribed  drugs 
per  1,000  enrollees  for  the  same  age  group  dropped  18  percent  after 
enrollment.     Compared  with  the  control  group,  which  showed  139 
admissions  per  1,000  persons  (ages  1  to  64)  per  year  in  FY  1972, 
the  study  group  showed  a  lower  rate  of  109  admissions  per  1,000 
persons  aged  1  to  64  per  year  in  its  f ee-f or-service  experience  in 
the  22  month  "before"  period. 

When  the  identical  benefit  package  was  compared,  per  capita 
costs  between  the  two  survey  groups  showed  costs  for  1972,  1973  and 
1974  of  $282,  $232,   and  $286,  respectively.     For  the  control  group, 
per  capita  costs  were  $373,  $435,   and  $465  for  the  same  three  years. 
Thus,  the  average  three  year  savings  for  the  study  group  was  37.2 
percent . 

In  measuring  patient  satisfaction  with  the  PGP,  no  clear  cut 
statement  can  be  deduced  from  the  responses.     However,  the  authors 
of  this  article  stated  that  a  2.5  percent  annual  voluntary  dropout 
rate  seemed  to  indicate  a  general  satisfaction  with  the  prepaid 
group  plan. 

A  methodological  problem  in  the  survey  is  the  fact  that  PGP 
enrollees  voluntarily  joined  the  plan,  thus  introducing  problems 
inherent  in  self-selection.     This  bias  could  have  been  evident  in 
the  findings  on  both  costs  and  patient  dissatisfaction. 

The  authors  suggest  that  the  findings  in  this  survey  support 
substantial  costs  savings  if  prepaid  group  practices  are  used  for 
large  numbers  of  Medicaid  eligibles.     However,  they  point  to  the 
obstacle  of  the  high  Medicaid  turnover  rate  of  Medicaid  eligibility 
which  would  be  medically  and  administratively  difficult  for  PGPs. 

*  *  * 
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Holahan,  John.  "Foundations  for  Medical  Care:  An  Empirical  Investiga- 
tion of  the  Delivery  of  Health  Services  to  a  Medicaid  Population." 
Inquiry  14  (December  1977) : 352-68. 

The  two  basic  types  of  HMOs  are  pre-paid  group  practice  and  the 
foundation  for  medical  care.     This  paper  is  based  on  an  empirical 
analysis  of  the  effectiveness  of  the  latter  organizational  form  in 
controlling  costs.     Foundations  for  medical  care  differ  from  pre- 
paid group  plans  in  that  physicians  retain  their  private  practice 
and  are  paid  on  a  f ee-f or-service  basis.     Foundations  depend  on 
local  audit  and  peer  review  to  control  costs  while  the  group  prac- 
tice approach  benefits  from  economies  of  scale  and  greater  incentive 
to  avoid  unnecessary  costs.     The  results  of  this  project  indicate 
that  the  foundation-type  HMO  has  little  or  no  effect  on  utilization 
levels  or  total  costs. 

A  linear  regression  model  was  used  to  estimate  the  effect  of 
the  San  Joaquin  Foundation  for  Medical  Care  on  utilization  rates  for 
health  services  relative  to  the  rest  of  the  Medicaid  system  in 
California.     Data  were  obtained  from  the  California  Department  of 
Health  Care  Services'  paid  claim  records;  a  2  percent  sample  was 
randomly  selected  from  the  eligible  population  who  qualified  through 
AFDC.     Some  25,000  observations  in  129  age,   sex,  county  cells  were 
pooled  for  the  two  year  period  1969-70.     Six  separate  sets  of  equa- 
tions were  estimated  using  three  services  covered  by  the  Foundation 
and  three  uncovered  services  as  the  dependent  variables.  Indepen- 
dent variables  included  the  number  of  physicians,  age,  sex  and 
racial  composition,  and  a  proxy  for  public  support  for  Medicaid  in 
each  county.     A  dummy  variable  for  San  Joaquin  County  was  used  to 
isolate  the  effect  of  the  Foundation  on  the  dependent  variables, 
assuming  the  control  variables  picked  up  any  differences  in  utiliza- 
tion rates  between  counties  that  were  not  attributable  to  the 
existence  of  the  HMO. 

The  results  of  the  analysis  imply  that  the  peer  review  and 
audit  approach  to  controlling  use  and,  thus  costs,  have  little  impact. 
The  coefficient  on  the  San  Joaquin  dummy  was  insignificant  in  all 
equations  except  for  a  positive  relationship  with  the  uncovered  service 
of  prescription  drugs.     The  rather  conclusive  results  are  tempered  by 
the  fact  that  only  one  foundation  was  studied  over  a  short  time  period. 

Also,  capitation  rates  were  set  according  to  previous  f ee-f or-service 
reimbursement  rates  and  provided  little  incentive  for  physicians  to  cut 
back,  on  unnecessary  services. 
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Rabin,  David  L. ;  Bush,  Patricia. J . ;   and  Fuller,  Norman. A.  "Drug 
Prescription  Rates  Before  and  After  Enrollment  of  a  Medicaid 
Population  in  an  HMO."  Public  Health  Reports  93  (January-February 
1978):  16-23. 

This  study  is  concerned  with  the  effect  of  HMO  enrollment  on 
the  rate  of  drug  prescriptions,   the  type  of  drugs  prescribed  and  per 
capita  costs.     An  effort  was  also  made  to  discern  any  difference  in 
the  quality  of  the  prescriptions  for  the  Medicaid  enrollees  in  the 
prepaid  gruop  plan  versus  those  in  the  usual  f ee-f or-service  program. 

The  study  was  based  on  pre-  and  post-enrollment  utilization 
patterns  of  1,000  Medicaid  recipients  who  voluntarily  responded  to 
an  offer  to  exchange  current  benefits  for  enrollment  in  the  Group 
Health  Association,  Inc.,  a  large,   established  prepaid  group  practice. 
Excluding  those  under  1  and  over  64  years  old  left  a  study  group  of 
over  800  enrollees;   this  volunteer  group  was  compared  to  a  control 
group  consisting  of  the  entire  Medicaid  population  in  the  1  to  64 
age  group  in  the  District  of  Columbia.     The  only  significant  differ- 
ence in  terms  of  age,   sex,  public  aid  program  category  or  eligibility 
between  the  population  as  a  whole  and  the  study  group  was  a  smaller 
percentage  of  medically  indigent  recipients  in  the  latter.     The  voluntary 
aspect  of  the  project  interfered  with  the  process  of  obtaining  a  truly 
random  sample  for  the  study  group,   though;   a  comparison  of  per  capita 
physician  visits  and  drug  rates  indicates  an  above  average  usage  rate 
for  the  enrollees.     (For  a  more  complete  description  of  the  methodology 
than  presented  in  this  article,   see  "Medicaid  Utilization  of  Services 
in  a  Prepaid  Group  Health  Plan"  by  N.A.  Fuller,  M.W.  Paltra  and  K. 
Koziol  in  Medical  Care  15(9)   705-37,  1977.) 

Data  on  the  study  group's  use  of  health  services  was  collected 
and  annualized  at  intervals  of  22,  18  and  12  months  before  and  after 
enrollment  in  the  Group  Health  Association  in  July  of  1971.  Infor- 
mation on  the  control  group  was  limited  by  incomplete  records  to  the 
fiscal  year  1972.     Physician  visits  and  drug  prescriptions  per 
person  per  year  for  the  Medicaid  control  group  were  3.9  and  2.6, 
respectively.     These  figures  compare  with  4.9  and  3.6  for  the  study 
group  in  fiscal  year  1971  and  3.8  and  2.4  in  fiscal  year  1972.  The 
use  of  health  services  by  those  participating  in  the  HMO  thus 
dropped  significantly  compared  to  the  pre-enrollment  and  control 
groups.     In  1972,  drug  costs  per  person  were  $15.51  for  in  the 
prepaid  plan  and  $26.11  for  the  control  population.     The  substantial 
cost  savings  are  attributed  to  the  smaller  volume  of  prescriptions 
as  well  as  the  greater  propensity  of  group  doctors  to  substitute 
generic  equivalents.     Both  the  pattern  and  quality  of  the  prescrip- 
tions appeared  to  be  quite  similar  for  both  groups. 
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Given  the  reduction  in  costs,  coupled  with  no  apparent  differ- 
ence in  quality,  enrollment  in  prepaid  group  plans  appears  to  be  a 
rather  attractive  alternative.     The  Medicaid  population  itself  also 
seemed  quite  pleased  with  the  arrangements,  given  a  voluntary 
termination  rate  of  only  2.5  percent  per  year. 

*  *  * 


Bartlett,  L.     "HMOs  and  the  Poor:     Problems  and  Possibilities," 
Public  Welfare  (Spring  1979). 

While  there  is  evidence  that  HMOs  are  maintaining  their  members 
health  while  avoiding  costly  and  unnecessary  treatment,   the  growth 
of  HMOs  has  been  slow  since  passage  of  the  HMO  Act  of  1973.     Only  3 
percent  of  the  national  population  are  served  in  180  HMOs  nationwide 
HMOs  have  also  been  unsuccessful  in  generating  low-income  membership 
throgh  the  federal-state  Medicaid  program.     Since  1970,  Medicaid 
programs  have  had  the  option  to  contract  with  prepaid  health  plans, 
but  Medicaid  enrollment  in  HMOs  has  never  been  more  than  one 
percent  of  the  eligible  population  nationwide. 

Studies  of  costs  for  Medicaid  eligibles  controlled  in  HMOs 
compared  with  those  who  received  services  on  a  f ee-f or-service  basis 
showed  considerable  savings  for  the  HMO  enrollees.     Despite  these 
positive  findings,  Medicaid  programs  have  shown  reluctance  to 
utilize  HMOs.     The  author  points  to  several  factors  that  might 
explain  this  reluctance:     (1)  Confusion  and  inconsistencies  in  the 
federal  HMO  program.     (2)  Difficulties  in  setting  reasonable  per 
capita  enrollment  fees  because  of  unreliable  cost  data.     Also,  most 
states  who  provide  coverage  for  the  "medically  needy,"  (those 
individuals  whose  income  exceeds  the  Medicaid  standard  but  become 
eligible  for  Medicaid  when  their  medical  expenses  reduce  their 
income  significantly)  have  not  contracted  with  HMOs.  Determining 
rates  for  the  medically  needy  is  difficult  because  an  individual  in 
this  group  becomes  eligible  for  Medicaid  when  he  requires  extensive 
medical  services.     When  he  is  healthy,  which  is  when  the  HMO  could 
theoretically  recoup  some  of  its  costs,   the  individual  is  no  longer 
eligible  for  Medicaid  coverage.     (3)  Difficulty  in  assessing  quality 
of  care.     (4)  Balancing  sufficient  state  monitoring  of  HMOs  with 
excessive  monitoring  which  might  discourage  HMOs  contracting  with 
states.     (5)  Problems  in  marketing  due  to  discontinuity  of  Medicaid 
eligibility.     Further,   some  HMOs  do  not  contract  with  Medicaid 
because  this  might  give  them  a  "welfare  image"  and  thus  might  hurt 
their  marketing  efforts  with  other  groups.     (6)  There  are  no  direct 
cost  savings  for  Medicaid  recipients  themselves  to  enroll  in  an  HMO. 
Some  recipients  might  see  HMO  enrollment  as  a  reduction  in  their 
choice  of  provider.     (7)  Federal  restrictions  on  HMOs  (to  prevent 
the  widespread  growth  of  "Medicaid  HMOs"  which  exist  only  because  of 
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Medicaid  recipients  and  other  federal  beneficiaries  and  provide 
inferior  care)  which  requires  at  least  50  percent  nonfederal  benefi- 
ciaries in  their  enrollment  has  been  criticized  as  retarding  growth 
of  HMOs  in  areas  that  are  heavily  populated  by  the  poor  and  the 
elderly. 

The  author  contends  that  these  obstacles  to  increasing  use  of 
HMOs  in  Medicaid  are  based  on  a  lack  of  knowledge  and  experience. 
Little  effort  has  been  made  to  disseminate  information  about  success- 
ful state  experience  with  HMOs.     The  1978  HMO  amendments,  introduced 
by  Carter  in  Congress  in  the  spring  of  1978,  has  provisions  to  help 
solve  some  of  the  problems  expressed  above.     These  bills,   as  well  as 
other  efforts  seem  to  show  the  Carter  Administration's  commitment  to 
try  to  foster  HMO  participation  in  Medicaid,  a  commitment  which  the 
author  thinks  is  long  overdue. 

*  *  * 


Johnson,  Richard  and  Azeredo,  Daniel     "Comparing  the  Medical  Utilization 
and  Expenditures  of  Low  Income  Health  Plan  Enrol lees  with  Medicaid 
Recipients  and  with  Low  Income  Enrollees  Having  Medicaid  Eligi- 
bility."   Medical  Care  17  (September  19 79 ): 953-66 . 

This  study  compared  medical  care  utilization  and  expenditures 
among  three  groups  of  low-income  persons  during  1972.     One  population 
(referred  to  as  "K-P")  consisted  of  low  income  persons,  without 
Medicaid  eligibility,  who  were  enrolled  in  a  prepaid  health  plan. 
This  group  was  compared  to  two  other  populations,   the  first  being 
Medicaid  eligibles  but  not  belonging  to  a  health  plan.     The  second 
comparison  group  consisted  of  people  both  enrolled  in  the  prepaid 
health  plan  and  having  Medicaid  eligibility.     The  comparison  groups 
are  referred  to  as  "Medicaid"  and  "Dual",  respectively.  Though 
provided  through  different  systems,   the  medical  care  services 
available  to  each  population  were  comprehensive  in  scope,  and 
similar  in  content.     None  of  the  three  study  populations  included 
any  persons  over  65  years  of  age.     Males  over  20  years  old  were 
dropped  from  the  analysis  because  there  weren't  enough  to  match  them 
by  study  group. 

The  study  setting  is  Multnomah  County,  Oregon,  which  is  part  of 
the  Portland  SMSA.     Medicaid  utilization  data  were  obtained  through 
a  vendor  payment  master  file  maintained  by  the  state.  Prepaid 
health  plan  utilization  figures  were  provided  by  the  health  care 
plan  in  the  study,  Kaiser-Permanente .     Utilization  figures  were 
obtained  for  hospital  utilization,  office  visits,  diagnostic  proce- 
dures  (radiological  and  laboratory),  drug  dispensation,  and  total 
expenditures . 
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When  the  "K-P"  population  was  compared  to  the  sex  and  aged  matched 
"Medicaid"  population,  hospital  utilization  proved  to  be  lower  for  the 
health  plan  than  for  the  "Medicaid"  group.     This  was  explained  by  a 
larger  number  of  different  Medicaid  users  and  not  to  a  greater  number 
of  hospital  admissions  per  user.     Diagnostic  procedures  and  drug 
prescriptions  also  were  lower  for  the  "K-P"  group,  but  the  reverse  was 
true  for  per  person  office  visits.     Total  expenditures  were  greater  for 
Medicaid  females,   attributable  largely  to  great  inpatient  expenditures. 

When  "K-P"  was  compared  to  "Dual",  it  was  demonstrated  that  the 
"Dual"  group  had  greater  utilization  for  all  categories  of  analysis 
except  diagnostic  procedures,  which  were  roughly  equal. 

*  *  ik- 


Spitz,  Bruce.     "When  a  Solution  is  Not  a  Solution:     Medicaid  and  Health 
Maintenance  Organizations."    Journal  of  Health  Politics,  Policy, 
and  Law  3  (Winter  1979) : 497-518 . 


This  article  presents  a  discussion  of  the  reasons  why  health 
maintenance  organizations  (HMOs)  have  not  proven  to  be  a  cure-all 
solution  for  state  Medicaid  programs'  attempts  at  cost  containment, 
despite  their  promise.     Because  HMOs  offered  comprehensive  health 
services  to  enrollees  at  a  fixed  price,   they  held  the  potential  of 
allowing  state  Medicaid  programs  to  more  accurately  budget  program 
expenditures,   simplify  management,  eliminate  abuse  practices  linked  to 
f ee-f or-service  delivery,  provide  access  to  mainstream  medicine  to  the 
poor,   and  above  all,  because  of  their  administrative  organization,  HMOs 
promised  to  contain  costs. 

In  the  1970's,   some  states,   such  as  California,  New  York  and 
Michigan,  embraced  HMOs  as  the  solution  to  the  rising  costs  of  their 
Medicaid  programs  and  launched  active  efforts  to  enroll  Medicaid 
recipients  into  HMOs.     While  Medicaid  experience  with  established  HMOs, 
such  as  Kaiser  Permanente  in  California  and  Group  Health  Association  in 
the  District  of  Columbia,  had  been  successful,  the  experience  with 
Medicaid  HMOs  (those  HMOs  which  have  over  50  percent  Medicaid  enrollees) 
was  problematic,  and  at  worst,   abusive.     In  California,   for  example, 
state  and  federal  investigations  into  Medicaid  HMOs  revealed  the  use  of 
fraudulent  marketing  practices,  underut ilizat ion  of  services,  denials 
of  emergency  care  and  poor  treatment,   and  over  half  of  state  payments 
to  HMOs  going  toward  administrative  expenses  and  profits. 

Spitz  argues  that  the  reasons  for  the  failure  of  Medicaid  HMOs  to 
adequately  serve  their  clients  lie  in  the  political  process  which 
created  the  widespread  acceptance  of  HMOs   ,   in  the  rhetori  in  praise  of 
HMOs'  attributes  which  obscured  realistic  policy  making,   and  finally,  in  the 
relationship  Medicaid  HMOs  have  with  the  Medicaid  bureaucracy. 
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Because  the  HMO  is  paid  on  a  capitation  basis  by  Medicaid,   it  is 
to  its  advantage  to  maximize  revenues  by  minimizing  the  amount  of 
service  provided.     In  the  instance  of  Medicaid  HMOs,   the  clients  cannot 
be  relied  upon  to  be  a  monitoring  source.     Rather,  the  state  should 
assume  that  function.     Typically,  Medicaid  recipients  have  lower 
expectations  as  to  the  quality  of  care  and  access  to  care,   are  more 
docile  vis-a-vis  the  welfare  bureaucracy  than  non-Medicaid  HMO  enrollees 
and  would  therefore  be  less  likely  to  file  a  grievance  against  an 
HMO. 

Spitz  concludes  that  while  HMOs  should  not  be  eliminated  as  an 
alternative  form  of  care  for  Medicaid  programs,  their  marketing  practices, 
service  delivery,  and  disenrol lment  practices,   should  be  carefully 
monitored  by  the  states.     If  this  is  not  done,  they  may  prove  to  be 
more  costly  and  less  effective  than  f ee-f or-service  care. 
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VI.     COST  SHARING 
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Brian,   E.W.  and  Gibbens,   S.F.     "California's  Medi-Cal  Copayment  Experi 
merit."     Medical  Care  12  (December  1974  Supplement)  :  1-301. 

In  January  1972,  the  State  of  California  initiated  a  one  and  a 
half  year  experiment  in  the  state  Medicaid  program  in  which  about 
30  percent  of  the  eligible  population  were  required  to  pay  a  dollar 
for  each  of  their  first  two  visits  to  providers  and  50  cents  for 
each  of  the  first  two  prescriptions  they  had  filled  each  month.  The 
evaluative  study  of  the  experiment  reported  here  was  designed  to 
test  seven  hypotheses:     (1)  copayment  will  reduce  the  services 
rendered  per  beneficiary;  (2)  copayment  will  not  deter  beneficiaries 
from  obtaining  care  for  significant  health  problems;  (3)  copayment 
will  deter  beneficiaries  from  seeking  care  for  insignificant  prob- 
lems;  (4)  copayment  will  control  overutilization ;  (5)  copayment  will 
not  result  in  a  significant  decline  in  preventive  care;  (6)  copay- 
ment will  not  result  in  a  level  of  care  lower  than  that  received  by 
the  average  Calif ornian;  and  (7)  copayment  will  not  result  in  lower 
participation  by  providers. 

The  data  used  in  the  study  were  derived  from  four  principal 
sources:     (1)  claims  paid  by  Medi-Cal;  (2)  household  surveys  of 
Medi-Cal  beneficiaries  before  the  copayment  experiment  and  one  year 
after  its  beginning;  (3)  mail  questionnaires  sent  to  providers  at 
the  time  of  the  household  surveys;  and  (4)  a  household  survey  of  the 
general  California  population,  one  year  into  the  experiment.  The 
study  examined  doctor  visits,  drug  use,  hospitalization,  dental 
care,   and  preventive  care.     Because  copayments  were  imposed  only  for 
the  "better  off"  Medicaid  recipients  and  because  not  all  of  the  data 
sources  could  control  for  these  differences  in  the  two  populations, 
some  of  the  results  of  this  study  may  reflect  socioeconomic  differ- 
ences between  the  copayers  and  noncopayers.     Moreover,   the  evalua- 
tion of  the  copayment  experiment  was  somewhat  complicated  by  the 
introduction  of  a  prior  authorization  program  three  months  earlier. 
In  addition,  data  from  different  sources  often  presented  conflicting 
pictures.     These  problems  notwithstanding,   the  author  concludes  that 
the  evidence  supports  five  of  the  seven  hypotheses. 

For  most  classes  of  providers,  copayers  are  less  likely  to  use 
services  than  are  noncopayers,  and  receive  fewer  services  per  user. 
However,  copayers  receive  more  services  than  average  Calif ornians. 
Copayments  had  little  effect  on  services  judged  to  be  critical  or 
needed,  but  some  of  the  medical  care  not  directly  related  to  disease, 
pain  or  disability  (i.e.,   preventive  care  such  as  immunizations,  PAP 
smears,  and  obstetrical  care)  were  markedly  reduced.     The  influence 
of  copayment  as  a  deterrent  to  seeking  care  appear  to  diminish  as 
the  significance  of  the  service  to  the  patient  increases. 

*  *  * 
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Roemer,  M.I.;  Hopkins,  C.E.;  Carr,   L. ;  and  Gartside,  G. .  "Copayments 

for  Ambulatory  Care:  Penny-Wise  and  Pound  Foolish."  Medical  Care 
13  (June  1975) :457-66.   

Roemer  et  al. ,   report  the  results  of  their  study  of  the  Califor- 
nia Medi-Cal  Copayment  Experiment  (COPE)  instituted  in  1972.  The 
experiment  affected  about  one-third  of  the  Medicaid  enrollees  and 
imposed  a  charge  of  $1.00  for  each  of  the  first  two  physician  vists 
per  month  and  50  cents  for  the  first  two  prescriptions.  Copayment 
was  required  only  of  recipients    who  had  financial  resources  other 
than  their  cash  welfare  benefits  so  that  the  "copay"  and  "no-pay" 
population  differed  considerably  in  socio-economic  status.  The 
copayers  also  tended  to  be  older  even  among  the  Af DC  eligibles  who 
were  the  subject  of  this  study. 

The  study  method  involved  selecting  two  cohorts  of  10,687  copay 
and  29,975  nopay  APDC  population  in  three  counties  and  obtain  data 
on  their  health  services  utilization  for  six  months  before  the 
beginning  of  the  experiment  and  for  the  first   12  months  of  the 
experiment.     Comparison  of  the  relative  change  of  the  two  groups 
between  the  two  study  periods  provided  the  basis  for  assessing  the 
effect  of  copayment.     This  method  helps  control  not  only  for  socio- 
economic status  but  also  for  a  variety  of  administrative  changes 
that  may  have  affected  utilization  of  all  groups. 

The  results  showed  a  drop  in  utilization  by  both  groups, 
probably  due  to  administrative  changes  (such  as  prior  authorization 
which  affected  both  copay  and  noncopay  groups),   but  the  decrease  in 
utilization  was  largest  for  the  copay  population.     The  copay  popula- 
tion also  experienced  lower  utilization  indices  for  urinalyses  and 
PAP  smears,   two  procedures  ordinarily  associated  with  physicians' 
office  visits  for  which  copayments  were  required.  Hospitalizations, 
however,  were  exempted  for  the  copayment  requirements  and  show  a 
different  picture.     After  the  introduction  of  copayments,  the 
hospital  utilization  index  for  the  copay  group  exceeded  the  index  of 
noncopayers  for  three  out  of  four  quarters.     Before  copayments  were 
required  the  indices  were  identical.     The  author  concludes  that 
copayment  did  not  reduce  program  expenditures  and  in  fact  increased 
them.     Although  ambulatory  care  utilization  did  decline,   the  substi- 
tution of  more  costly  hospital  care  actually  increased  the  cost  to 
the  state  by  approximately  $759  per  1,000  AFDC  eligibles.     In  addi- 
tion,  the  experiment  likely  had  adverse  effects  on  the  health  of 
the  affected  population  because  the  greatest  changes  in  utilization 
occurred  among  the  most  medically  needy  groups. 

*  *  * 
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Hopkins,  C.E.;  Roemer,  M.I.;   Procter,   D.M. ;  Gartside,  G. , ;  Lubitz,  J.; 

Gardner,  G.A.  ;  and  Moser,  M.     "Cost-Sharing  and  Prior  Authorization 
Effects  on  Medical  Services  in  California:     Part  I — The  Beneficiaries' 
Reactions."    Medical  Care  13  (July  1975) : 582-94. 

In  early  1972,  California  Medicaid  (Medi-Cal)  introduced  prior 
authorization  and  copayments  for  outpatient  services  and  drug 
prescriptions.     Hopkins  et  al.,  used  interviews  with  recipients  in 
two  counties  (Ventura  and  San  Francisco)  to  analyze  the  effects  of 
these  policies  on  access  to  care.     Responses  from  the  386  households 
surveyed  indicated  that  the  copayments  for  physician  visits  were  in 
fact  collected  at  the  time  of  visit  for  about  75  percent  of  the 
respondents.     Fourteen  percent  of  all  households  surveyed  reported 
that  copayments  had  affected  the  care  they  received.     These  respon- 
dents tended  to  be  among  the  most  medically  needy  of  the  households 
surveyed.     The  reductions  in  overall  use,   however,  were  small,  but 
persons  with  chronic  diseases  seem  to  have  reduced  their  utilization 
the  most.     There  is  little  evidence  that  treatment  for  the  least 
serious  illnesses  was  reduced.     There  appeared  to  be  no  trend  for 
patients  to  change  their  usual  source  of  care  to  avoid  the  copayments. 

Nearly  40  percent  of  the  patients  responding  that  they  had  been 
"affected"  by  copayments  reported  that  the  copayments  had  kept  them 
from  getting  prescribed  drugs.     Although  the  effects  are  difficult 
to  disentangle,  prior  authorization  apparently  was  a  greater  barrier 
to  use  than  was  copayment.     When  asked  for  suggestions  for  improve- 
ment of  the  program,  recipients  were  most  likely  to  suggest  in- 
creases in  the  number  of  visits  allowed  without  prior  authorization 
and  in  the  variety  of  drugs  included  in  the  Medi-Cal  formulary  and 
expansion  of  services  to  include  dental  care  and  eyeglasses. 

*  *  * 


Hopkins,  C.E.,  Roemer,  M. I.,  Procter,  D.M.,  Gartside,  F. ,  Lubitz,  J., 
Gardner,  G.A. ,  and  Moser,  M.     "Cost-Sharing  and  Prior  Authoriza- 
tion Effects  on  Medicaid  Services  in  California:     Part  II." 
The  Providers'  Reactions,"    Medical  Care  12  (August  1975): 
643-647.  ~   "  " 


The  authors  interviewed  four  types  of  providers  (physicians, 
hospital  outpatient  departments,   pharmacies,  and  nursing  homes)  in 
two  counties  in  California  to  determine  the  effects  of  prior  author- 
ization and  the  Medi-Cal  copayment  experiment  (both  initial  in 
early  1972)  on  access  to  and  use  of  outpatient  services  by  Medi-Cal 
recipients.     The  providers  chosen  for  study  were  those  with  a  heavy 
Medicaid  clientele.     Eight  percent  of  the  144  physicians'  offices 
reported  that  they  collected  the  copayments  from  patients,  and  the 
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overwhelming  majority  of  physicians  said  copayments  had  not  affected 
how  they  managed  their  cases.     Most  (80  percent)  requested  prior 
authorization  when  needed;   the  remaining  20  percent  treated  the 
patient  free  or  referred  him  to  a  hospital  outpatient  department. 
Four  of  the  15  outpatient  departments  surveyed  did  not  collect  the 
copayments  because  of  patient  resistance.     Hospitals  usually  ab- 
sorbed the  costs  when  prior  authorization  was  denied.     Almost  all 
(90  percent)  of  the  50  pharmacies  in  the  survey  experienced  little 
difficulty  in  collecting  copayments,  but  28  percent  reported  their 
copayers  were  filling  their  prescriptions  selectively  and  18  percent 
reported  delays  in  presentation  of  prescriptions.     For  nursing  home 
patients  the  most  important  limitation  was  the  reduced  availability 
of  physical  therapy  which  ordinarily  requires  more  than  the  two 
visit  per  month  maximum. 

All  providers  complained  about  the  excessive  paperwork,  require- 
ment imposed  by  prior  authorization.     Because  almost  all  of  the 
physicians  who  are  in  charge  of  prescribing  treatment  did  not  know 
which  patients  were  copayers,  the  effects  of  copayments  on  the 
management  of  disease  was  minimal.     Prior  authorization  requirements, 
due  to  the  administrative  burden  imposed,  seemed  to  have  a  greater 
effect  on  provider  behavior. 

*  *  * 


Dyckman,  Zachery  Y.     "Comment  on  'Copayments  for  Ambulatory  Care: 

Penny-Wise  and  Pound  Foolish.'"  Medical  Care  14  (March  1976): 
274-277. 


Using  various  statistical  tests,  Dyckman  dismisses  a  principal 
finding  of  a  study  on  the  California  Medi-Cal  Copayment  Experiment 
summarized  in  "Copayment  for  Ambulatory  Care:     Penny-Wise  and  Pound 
Foolish,"  by  Roemer,   et  al.     Roemer  argues  that  the  imposition  of  a 
copayment  for  ambulatory  care  for  poor  people  resulted  in  higher 
hospital  utilization.     As  a  result,  the  substitution  of  more  costly 
hospital  care  for  ambulatory  care  increased  overall  program  expendi- 
tures.    Concern  over  the  impact  this  finding  might  have  on  the 
inclusion  (or  exclusion)  of  copayments  as  part  of  a  national  health 
insurance  plan  and  general  dissatisfaction  with  Roemer's  et  al . 
approach  to  the  data  leads  Dyckman  to  test  this  hypothesis. 

In  reference  to  the  data  used  by  Roemer,  et  al.   to  support 
their  conclusion,  Dyckman  asserts  "there  is  not  a  single  valid, 
generally  used  statistical  test  which,,  with  any  usually  applied 
confidence  test,  would  support  the  study's  conclusion."    Given  as 
examples  are  tests  of  significance  on  the  differences  between  the 
mean  values  of  the  copay  and  non-pay  indices  and  between  average 
first  differences  of  the  two  same  indices  as  well  as  a  modified 
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version  of  the  indices.     Based  on  these  tests,  results  which  indi- 
cate no  statistically  significant  relationship,  Dyckman  declares 
invalid  Roemer  et  al's  inference  that  copayment  for  ambulatory 
care  was  associated  with  increased  hospitalization.     Noted  as  a 
possible  explanation  for  the  lack  of  significance  is  considerable 
variation  in  hospitalization  rates  and  an  insufficient  number  of 
observations  in  the  study. 

In  conclusion,   the  author  discusses  the  implications  of  the 
study's  other  finding:     copayment  for  low-income  groups  result  in 
reduced  utilization  of  ambulatory  care.     The  author  stresses  that 
foregone  ambulatory  care  may  be  pernicious  to  the  individual's 
health  as  the  patient  goes  without  required  care  and/or  preventive 
services.     Any  decision  to  include  copayments  in  government-mandated 
insurance  programs  should  carefully  consider  this  point. 

*  *  * 


Holahan,  John.  "Cost  Sharing,"  Chapter  I  in  Controlling  Medicaid  Util- 
zation  Patterns  by  Bruce  Stuart  and  John  Holahan  (Washington, 
D.C.:     The  Urban  Institute,  June  1977). 

The  1972  amendments  to  the  Social  Security  Act  permitted  state 
Medicaid  programs  to  use  cost  sharing,  the  payment  by  the  recipient 
of  some  portion  of  the  bill  for  a  service  at  the  time  of  use,   as  a 
cost  control  device.     This  chapter  examines  the  arguments  for  and 
against  cost  sharing  as  a  cost  containment  option. 

The  most  common  argument  for  the  use  of  cost  sharing  is  that  it 
will  introduce  cost  consciousness  on  the  part  of  recipients  into  the 
system  and  thereby  discourage  use  of  unnecessary  services.     It  is 
also  argued  that  cost  sharing,   if  it  is  imposed  on  routine  services 
(rather  than  on  services  used  regularly  by  the  chronically  ill),  can 
be  a  relatively  equitable  approach  to  reducing  costs  compared  to 
other  forms  of  utilization  control  (i.e.,  elimination  of  optional 
benefits  where  the  burden  of  cutbacks  is  assumed  by  those  with  the 
most  severe  need.)     Cost  sharing  may  also  make  the  system  easier  to 
monitor,  offering  a  means  to  limit  abuses  such  as  unnecessary  refer- 
rals.    And  finally,  cost  sharing  may  make  it  more  feasible  to  offer 
a  broader  benefit  package. 

The  paper  examines  the  empirical  evidence  that  is  available  on 
the  impacts  of  cost  sharing  on  physician  services,  hospitalization, 
and  prescription  drugs.     It  is  found  that  the  potential  efficiency 
of  cost  sharing  is  not  clear.     For  example,  while  copayment  of 
physician  services  may  reduce  utilization  in  the  short  run  (an 
outcome  which  states  may  be  interested  in),   long  term  effects  may 
include  increased  provider-induced  demand  on  certain  services.  The 


100 


author  recommends  that  cost  sharing  should  not  be  used  for  hospital 
stays  because  charges  could  present  a  serious  burden  to  patients 
and,  if  hospitals  leave  charges  uncollected,   it  would  be  easy  for 
them  to  recoup  lost  funds  by  manipulating  their  charge  structures  on 
lengths  of  stay.     Finally,  while  copayments  for  prescription  drugs 
may  produce  the  desired  result  of  cutting  down  on  the  unnecessary 
use  of  drugs,   it  may  also  result  in  deterrence  of  necessary  drug 
ut  ilizat  ion. 

The  general  conclusion  of  this  chapter  is  that  cost  sharing  may 
offer  a  more  equitable  approach  to  controlling  costs  than  other 
forms  of  control  used  by  Medicaid  programs,  though  it  may  produce 
undesirable  outcomes  in  the  long-run. 


*  *  * 


Helms,  L.  Jay;  Phelps,  Charles  E.;  and  Newhouse,  Joseph  P.  "Copayment 
and  Demand  for  Medical  Care:     The  California  Medicaid  Experience. 
Massachusetts  Institute  of  Technology  and  the  Rand  Corporation, 
1977. 


The  California  "Copayment  Experiment"  of  1972  was  the  subject 
of  this  study.     The  main  objective  of  the  report  was  to  quantify  the 
price  elasticity  of  demand  for  physician  office  visits,  the  cross- 
elasticity  of  demand  for  hospital  services  and  the  overall  impact  of 
the  copayment  program  on  the  Medicaid  budget.     The  same  data  used  in 
the  Roemer  et  al.   (1975)  study  was  used  again  here;  the  two  reports 
differ  in  that  the  earlier  one  relied  on  graphical  displays  of 
aggregated  data  while  Helms  et  al .  used  rather  sophisticated  tech- 
niques to  formally  test  hypotheses  and  measure  the  effects  of  the 
program.     Controlling  for  differences  between  the  study  and  the 
control  groups  and  the  structural  changes  that  occurred  over  the 
period,  the  authors  used  a  seemingly  unrelated  regression  model  to 
explain  the  variation  in  physician  and  hospital  utilization  and 
total  costs.     The  results  indicated  that  the  copayment  program  was  a 
rather  ineffective,   if  not  detrimental,  means  of  cost  containment. 

Six  quarters  of  data  from  mid-1971  through  1972  were  available 
for  over  40,000  AFDC/Medi-Cal  recipients  in  the  three  counties  of 
San  Francisco,  Tulare  and  Ventura.     With  the  imposition  of  copay- 
ments in  January  1972,  26  percent  of  this  sample  became  subject  to  a 
$1  charge  for  office  visits  and  a  $.50  charge  for  prescriptions. 
These  individuals,  who  were  chosen  on  the  basis  of  ability  to  pay, 
comprised  the  study  group,  with  the  remainder  of  the  sample  as  the 
control  group.     As  the  study  group  was  not  a  random  sample  of  the 
population,   it  was  difficult  to  discern  the  effect  of  copayments  as 
distinct  from  changes  in  other  factors.     A  comparison  of  copayers 
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and  non-copayers  prior  to  copayments  showed  distinctively  different 
utilization  rates;  while  the  authors  controlled  for  some  of  the 
differences  between  the  groups,  the  shortcomings  in  the  data  were 
not  completely  compensated  for. 

Four  different  models  were  used  to  explain  the  variations  in 
physician  visits  and  hospital  utilization.     The  first  model  was  the 
simplest,  with  the  most  constraints  on  the  coefficients.     The  other 
three  were  successively  more  general  as  the  linear  restrictions  were 
removed.     Each  of  the  models  consisted  of  6  equations,  one  for  each 
quarter.     Age,   sex,  season  and  a  number  of  other  characteristics  of 
the  individuals  or  time  periods  were  used  as  explanatory  variables. 
Dummy  variables  indicated  the  commencement  of  "prior  authorization" 
(October  1971)  and  copayments.     A  separate  dummy  representing  those 
in  the  copayment  group  was  used  to  measure  systematic  differences 
between  the  copayers  and  the  noncopayers. 

The  most  general  model  was  estimated  first,  using  a  seemingly 
unrelated  regression  technique.     The  series  of  nested  models  was 
then  estimated  by  imposing  more  and  more  constraints;   in  the  sim- 
plest model,  all  the  coefficients  were  constrained  to  be  constant 
over  time  or,  as  with  the  seasons,   the  same  each  year. 

The  authors  use  the  F-test  on  the  implied  constraints  to  show 
that  the  simpler  models  were  invalid  and  thus  yielded  inconsistent 
parameter  estimations.     The  third  model,   the  one  in  which  only  the 
coefficients  for  the  copayment  variables  were  restricted,  was 
accepted  and  used  to  measure  the  impact  of  such  changes.  The 
results  showed  the  demand  for  physician  visits  to  have  declined  by  8 
percent  per  person  per  quarter  while  the  demand  for  hospital  ser- 
vices increased  by  17  percent  from  the  pr e-copayment  averages.  The 
coefficient  on  the  dummy  for  the  implementation  of  the  copayment 
program  was  significant  in  both  these  models.     When  the  authors  went 
one  step  further  to  estimate  the  effect  of  copayment  on  total  costs, 
the  appropriate  coefficient  was  no  longer  significant.     Using  point 
estimates  and  a  number  of  other  maneuvers,  the  authors  came  up  with  a 
positive  increase  in  the  range  of  3  to  8  percent  in  resource  utiliza- 
tion attributable  to  copayments.     These  results  thus  supported  the 
original  contention  of  Roemer  et  al.   that  copayments  increased 
overall  costs  to  the  Medi-Cal  program. 

*  *  * 
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VII.     UTILIZATION  CONTROLS 
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Brian,  Earl  W.     "Government  Control  of  Hospital  Utilization — A  Cali- 
fornia Experience."     New  England  Journal  of  Medicine  286  (June 
22,   1972)  :  1340-4. 


This  study  covers  the  first  nine  months  of  California's  effort 
to  control  hospital  utilization  with  a  government-operated  program. 
The  main  impact  of  nonemergency  preadmission  screening  and  required 
approval  for  extended  lengths  of  stay  was  to  bring  admission  rates 
down  by  11  percent  from  those  projected  for  the  same  period  with  no 
controls. 

Estimates  for  1970  were  derived  from  monthly  data  for  1969  with 
adjustments  made  for  changes  in  age  and  other  characteristics  of  the 
caseload.     The  study  was  limited  to  short  term  hospitalization  of 
public  assistance  Medicaid  recipients.     Expected  and  observed 
admission  rates  and  lengths  of  stay  are  presented  in  tabular  form 
for  the  months  prior  to,   during  and  post  implementation. 

For  the  earlier  period,  January  through  March  of  1970,  observed 
admission  rates  were  greater  than  expected.     With  the  imposition  of 
government  control  in  mid-April,   observed  rates  dropped  signifi- 
cantly below  those  estimated  from  corresponding  months  in  1969. 
Utilization  controls  had  only  a  small  impact  on  the  average  length 
of  stay,   though;  the  relative  ineffectiveness  in  this  area  was 
attributed  to  the  reduction  in  the  number  of  less  severe  cases 
admitted  for  hospitalization. 

A  review  of  a  random  sample  of  cases  indicated  that  necessary 
admission  and  extensions  were  not  refused.     A  denial  rate  of  only  3 
percent  for  465  treatment  requests  and  360  extension  requests 
supports  the  hypothesis  that  utilization  controls  are  an  effective 
deterrent  to  physician  requests  for  unnecessary  care. 


Flasher,   B.A. ;  Reed,   S.;  Coburn,  R.W. ;  and  Fine,  P.R.  "Professional 
Standards  Review  Organizations:     Analysis  of  Their  Development 
and  Implementation  Based  on  a  Preliminary  Review  of  the  Hospital 
Admission  and  Surveillance  Program  in  Illinois."     Journal  of  the 
American  Medical  Association  223  (March  26,   1973) : 873-8 2. 

In  this  article,   the  authors  evaluate  the  effectiveness  of  the 
Illinois  Hospital  Admission  and  Surveillance  Program  (HASP),  a 
PSRO-prototype,  in  reducing  average  length  of  stay  and  cutting 
Medicaid  costs.     Given  the  experience  in  implementing  an  apparently 
successful  review  program,   the  operational  and  systems  procedures 
are  discussed  at  some  length.     Various  suggestions  are  made  for  the 
development  of  PSRO's  that  will  effectively  monitor  and  control 
hospital  utilization. 
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At  the  time  of  the  report,   records  were  available  for  the  first 
seven  months  of  program  operation.     A  comparison  of  the  data  for  March 
through  August  of  197  2  to  pre-HASP  records  for  May  through  August  of 
1971  shows  a  reduction  in  the  average  length  of  stay  from  7.2  to 
6.2  days.     Cost  savings,   calculated  by  multiplying  the  difference  in 
average  stay  times  an  average  per  diem  rate,   are  close  to  $10 
million  for  the  study  period.   The  returns  in  savings  are  estimated 
at  7  to  8  times  as  great  as  the  administrative  costs  of  the  review 
program.     These  numbers  are  all  somewhat  tentative,   though,  given 
the  limited  study  period.     In  addition,   no  effort  was  made  to 
account  for  changes  in  other  factors,   such  as  the  diagnostic  case 
mix,   that  would  also  have  affected  average  lengths  of  stay. 

*  *  * 


Brian,   Earl  W.     "Foundations  for  Medical  Care  Control  of  Hospital 

Utilization:     CHAP — A  PSRO  Prototype."     New  England  Journal  of 
Medicine  288  (April  26,   1973)  :878-82. 

This  paper  presents  numerical  evidence  as  to  the  effectiveness 
of  CHAP,   the  Certified  Hospital  Admission  Program  sponsored  by  the 
Sacramento  Medical  Care  Foundation,   in  controlling  hospital  utiliza- 
tion.    The  program,  managed  by  local  physicians,  was  compared  to  a 
government-operated  control  effort  implemented  in  surrounding  valley 
counties  and  Fresno  County;  both  programs  commenced  in  April,  1970 
and  were  evaluated  over  an  8-month  period. 

The  method  of  control  used  by  CHAP  was  primarily  one  of  pread- 
mission notification  by  the  individual  physician  and  on-site  review 
by  a  team  of  nurses.     Admissable  lengths-of -stay  were  determined  on 
the  basis  of  published  guidelines;  requests  for  extension  were 
referred  to  a  medical  advisor  appointed  by  the  Foundation.  Preadmis- 
sion screening  was  limited  to  those  physicians  with  records  of  exces- 
sive hospitalization.     The  government  program  was  also  a  system  of 
peer  review  but  relied  more  heavily  on  approval  for  admission. 

This  study  was  based  on  a  comparison  of  projected  rates  of  admis- 
sion and  lengths  of  stay  for  1970  with  what  was  actually  observed. 
The  projections  were  estimated  from  monthly  data  for  the  correspond- 
ing time  period  in  1969.     The  population  under  study  was  limited  to 
those  who  qualified  under  AFDC ,  or  about  73  percent  of  the  Medi-Cal 
recipients.     The  results  showed  hospital  admissions  down  from 
projected  rates  by  1 1  percent  for  CHAP  and  13  percent  and  8  percent 
for  the  government  program  in  Fresno  and  the  valley  counties, 
respectively.     Average  length  of  stay  was  6  percent  lower  using  CHAP 
and  only  2  percent  lower  with  government  control.     The  admission 
denial  rate  was  the  same  for  both  approaches  but  CHAP  was  associated 
with  a  significantly  larger  reduction  in  terms  of  total  hospital  days. 

*  *  * 
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Davidson,   Stephen  M. ;  Wacker,   Ronald  C. ;  and  Klein,  David  H. 

"Professional  Standards  Review  Organizations:     A  Critique." 
Journal  of  the  American  Medical  Association  226  (November  26, 
1973) : 1106-08. 


Davidson,  Wacker  and  Klein  discuss  a  number  of  problems  in  the 
methodology  of  a  previous  study  by  Flasher  et  al.  on  the  effective- 
ness of  the  Illinois  Hospital  Admission  and  Surveillance  Program 
(HASP).     This  project  had  involved  a  comparison  of  the  data  for  the 
first  7  months  of  program  implementation  to  that  for  four  months  of 
the  previous  year;  the  results  indicated  a  one  day  decrease  in 
average  length  of  stay  and  9.6  million  dollars  in  cost  savings.  In 
this  critique,   the  authors  present  major  weaknesses  in  the  choice  of 
study  periods  and  measurement  criteria  and  in  the  failure  to  account 
for  other  causal  factors. 

The  problem  with  the  selection  of  the  "before"  and  "after" 
study  periods  was  that,  given  the  time  lags  in  the  payment  process, 
a  considerable  amount  of  pre-HASP  data  was  probably  included  under 
the  HASP  period.     The  use  of  average  length  of  stay  for  comparison 
purposes  was  criticized  on  the  grounds  that  differences  in  the  age 
and  diagnostic  composition  of  the  caseload  between  the  two  periods 
were  not  accounted  for.     Also,   there  apparently  were  some  segments 
of  the  patient  population  such  as  those  over  the  age  of  65,  that 
were  included  in  the  pre-HASP  data  but  excluded  from  the  HASP  data. 
The  results  of  the  study  are  further  subject  to  criticism  given  that 
other  factors  were  not  controlled  for;  in  particular,   the  failure  to 
make  adjustments  for  the  change  in  Medicaid  hospital  payment  proce- 
dures that  occurred  between  the  two  study  periods  suggests  that 
estimates  of  cost-saving  were  overstated. 

The  authors  of  this  critique  made  no  attempt  to  reevaluate  the 
effectiveness  of  HASP;  their  main  objective  was  to  show  that 
previous  conclusions  were  invalidated  by  shortcomings  in  the  study 
methodolo gy . 


Roemer,  M.I.  and  Gartside,  F.     "Effect  of  Peer  Review  in  Medical 
Foundations  on  Qualifications  of  Surgeons."     Health  Services 
Reports  88  (November  1973) : 808-13. 

This  study  attempts  to  show  that  the  system  of  peer  review  in  a 
medical  foundation  is  an  effective  mechanism  for  raising  levels  of 
professional  quality.     The  project  is  based  on  the  first  year  in 
which  the  San  Joaquin  Foundation  for  Medical  Care  assumed  the 
responsibility  to  serve  all  Medi-Cal  recipients  in  the  county  and 
three  small  adjacent  ones  in  exchange  for  a  set  per  capita  fee.  The 
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effectiveness  was  assessed  by  comparison  with  Ventura  County,  an 
area  with  no  medical  foundation  but  otherwise  similar  characteris- 
tics (e.g.,  population,   income,   physicians  and  hospital  beds  per 
capita)  . 

Records  of  paid  claims  from  California's  State  Department  of 
Health  Care  Services  provided  the  primary  source  of  data  on  the 
number  and  type  of  surgeries  and  the  physicians  who  performed  the 
operations.     The  study  was  confined  to  the  16  surgical  procedures 
which  had  been  performed  at  least  20  times  in  each  county  during 
that  year.     For  each  procedure,   a  panel  of  three  specialists  decided 
upon  the  lowest  level  of  specialty  that  would  qualify  a  physician  to 
perform  the  operation. 

The  data  indicated  that  Medicaid  recipients  in  both  areas  had 
close  to  the  same  degree  of  access  to  physicians  and  specialists. 
Despite  the  similarities,   the  proportion  of  operations  performed  by 
"qualified"  surgeons  was  significantly  different  between  the  two 
counties  for  seven  of  the  sixteen  procedures;  of  the  seven,   six  were 
greater  in  San  Joaquin  than  for  Ventura  County.     Using  a  weighted 
average  of  the  different  types  of  surgery,  the  proportion  of  opera- 
tions performed  by  the  proper  surgeon  was  55  percent  for  the  medical 
foundation  and  49  percent  for  the  f ee-f or-service  program.     The  data 
support  the  hypothesis  that  medical  foundations  and  the  system  of 
peer  review  increase  the  number  of  operations  performed  by  those 
properly  qualified. 

*  *  * 


Buck,  Charles  R. ,  Jr.   and  White,  Kerr  L.  "Peer  Review:     Impact  of  a 

System  Based  on  Billing  Claims."  New  England  Journal  of  Medicine 
29  (1974):877-83.  ------ .  _ 

This  article  presents  the  methodology  and  results  of  a  study 
assessing  the  effectiveness  of  the  peer  review  system  used  at  the 
San  Joaquin  Foundation  for  Medical  Care.     The  project  was  based  on 
the  first  40  months  of  the  Foundation's  contract  with  California's 
Department  of  Health  Care  Services  to  provide  physician  services  to 
Medi-Cal  recipients  in  exchange  for  monthly  capitation  payments. 
The  main  assumption  tested  was  whether  physician  review  had  an 
effect  on  subsequent  billing  rates.     The  results  showed  significant 
relationships  between  the  percentage  of  claims  adjusted  and  changes 
in  practice  patterns  for  13  out  of  15  procedures  under  consideration. 
The  degree  to  which  physicians  responded  at  a  given  level  of  adjust- 
ment varied  among  the  procedures,   though;  the  inconsistent  results 
indicate  the  need  for  further  study  of  the  review  process  so  that 
funds  will  be  allocated  most  efficiently. 
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The  peer  review  system  was  examined  using  billing  claims  re- 
corded for  the  period  1968  to  May,  1971.     After  reducing  the  number 
of  claims  to  those  for  15  procedures  in  the  three  categories  of 
physician  visits,   injections  and  laboratory  procedures,  the  study 
data  consisted  of  over  400,000  procedures  claimed  for  payment.  Of 
these,   some  19,000  claims  were  adjusted  by  either  a  review  physician 
or  the  Medical  Review  Committee.     These  adjustments  were  unevenly 
distributed  among  the  259  physicians  identified  with  the  individual 
claims,  with  5  percent  receiving  over  55  percent  of  the  adjustments. 

As  the  effect  of  peer  review  on  the  individual  physician  was 
the  main  issue  in  the  study,  the  variable  of  interest  was  the  change 
in  the  number  of  services  provided  per  physician  per  month.  Rather 
than  simply  comparing  mean  utilization  rates  for  a  "before"  and 
"after"  period,  the  authors  chose  to  look  at  changes  in  the  trends 
of  claims.     Two  regression  lines  were  estimated  for  each  physician, 
relating  the  number  of  claims  to  the  month  of  service.     The  "before" 
and  "after"  periods,  which  were  different  for  each  procedure, 
overlapped  a  12  month  "period  of  measured  review  activity."  This 
intermediate  period  was  determined  by  the  incidence  of  adjustments 
for  the  particular  procedure  during  the  three  years;  whenever 
possible,  the  review  activity  period  consisted  of  those  months 
during  which  adjustment  rates  were  at  their  peak. 

A  comparison  of  the  means  of  the  regression  slopes  showed  only 
4  of  the  15  procedures  to  have  significantly  different  rates  of 
change  in  utilization.     These  results  do  not  necessarily  reflect  the 
impact  of  peer  review  on  the  system,  though,   as  any  number  of  com- 
plicating factors  can  alter  the  results  in  an  uncontrolled  "before- 
after"  analysis.     To  reduce  the  interference  of  other  variables,  the 
authors  used  analysis  of  variance  techniques  to  emphasize  the  events 
occurring  during  the  "after"  period.     Four  statistical  tests  were 
used  on  each  procedure  to  determine  whether  a  significant  relation- 
ship existed  between  the  percentage  of  claims  adjusted  (the  indepen- 
dent variable)  and  the  magnitude  of  the  difference  between  the 
"before"  and  "after"  regression  slopes.     To  test  the  hypothesis  that 
a  physician's  activities  would  change  more  with  a  higher  level  of 
adjustment,   selected  ranges  of  the  percentages  were  compared  to  one 
another.     Of  the  four  comparisons,  one  test  showed  a  significant 
association  between  adjustment  levels  and  changes  in  utilization  for 
13  of  the  15  procedures.     The  test  included  all  the  physicians  and 
involved  a  comparison  of  high  to  low  levels  of  adjustment.  The 
other  three  tests,  which  looked  for  significant  differences  between 
low  and  intermediate  percentage  ranges  and  intermediate  and  high 
ranges,  yielded  much  less  consistent  results. 


* 
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Sayetta,  Rona  Beth.  "Critique  of  an  Earlier  Study  of  the  Sacramento 
Medical  Care  Foundation's  Certified  Hospital  Admission  Program 
(CHAP)."    Medical  Care  14  (January  1976):80-90. 


In  this  paper,  Sayetta  questions  the  methodology  and  interpre- 
tation presented  in  an  earlier  study  by  Brian  entitled  "Foundations 
for  Medical  Care  Control  of  Hospital  Utilization:     CHAP — A  PSRO 
Prototype."    Brian  had  attempted  to  evaluate  the  effectiveness  of 
CHAP  in  reducing  unnecessary  hospital  utilization  on  data  for  the 
first  8  months  of  program  implementation.     Comparing  actual  use  with 
that  projected  from  pre-CHAP  records,  Brian  claimed  that  the  founda- 
tion's pre-admission  screening  and  concurrent  and  monitoring  system 
was  at  least  as,   if  not  more,  effective  than  the  government-controlled 
programs  employed  in  surrounding  counties.     Sayetta  argues  that  such 
conclusions  are  invalid  given  the  short  period  of  study  and  the 
number  of  factors  not  controlled  for.     One  major  shortcoming  is  that 
Brian  apparently  did  not  account  for  the  downward  trend  in  hospital 
utilization  that  had  started     prior  to  and  continued  during  the 
study  period.     Thus,  where  Brian  attributed  the  significant  decline 
in  the  use  of  hospital  services  by  the  AFDC-Medicaid  population  at 
the  Sacramento  Medical  Care  Foundation  to  the  implementation  of 
CHAP,  there  probably  were  several  other  determining  factors.  The 
choice  of  comparison  areas  was  also  a  subject  of  criticism  given  the 
major  differences  in  the  populations  and  medical  care  programs  that 
could  have  independently  effected  utilization  rates  but  were  not 
accounted  for. 

In  addition  to  the  methodological  faults,  the  author  raises 
some  questions  as  to  the  interpretation  of  the  results.  Sayetta's 
arguments  are  not  as  definitive  in  this  respect  except  to  note  that 
brian  exaggerated  the  implications  of  such  a  study  in  extending  the 
conclusions  to  PSROs  in  general. 


Brook,  Robert  H.   and  Williams,  Kathleen  N.     "Effect  of  Medical  Care  on 
the  Use  of  Injections:     A  Study  of  the  New  Mexico  Experimental 
Medical  Care  Review  Organization."    Annals  of  Internal  Medicine  8 
(1976):  509-15.  ~  "~ 


The  emphasis  of  this  study  is  on  the  role  of  peer  review  in 
improving  the  quality  of  care  provided  through  Medicaid.     The  impact 
of  the  New  Mexico  Experimental  Medical  Care  Review  Organization 
(EMCRO)  on  the  unnecessary  utilization  of  injections  was  evaluated 
on  the  basis  of  its  first  two  years  of  operations.     The  results 
showed  this  EMCRO  to  have  succeeded  in  reducing  the  use  of  injec- 
tions by  over  60  percent  during  the  study  period.     Peer  review 
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provided  an  incentive  for  almost  all  physicians  under  consideration 
to  decrease  their  utilization  of  injections,  with  the  most  marked 
changes  occurring  in  the  behavior  of  those  physicians  associated 
with  the  highest  levels  of  misuse.     A  full  description  of  the  New 
Mexico  EMCRO  program  and  its  impact  on  costs,  utilization  and  qual- 
ity has  been  presented  in  a  number  of  reports  by  the  same  authors; 
this  article  differs  from  the  others  in  the  emphasis  placed  on 
quality  of  care  considerations  and  the  proper  use  of  injections. 

The  data  set  used  for  this  study  consisted  of  information  on 
360  physicians  and  over  95,000  ambulatory  injections  provided 
between  September,   1971  and  August,   1973.     The  variables  of  concern 
were  the  number  of  these  denied  for  payment  on  medical  reasons,  and 
the  ratio  of  injections  denied  to  those  billed.     Payment  denials 
were  based  on  medical  guidelines  established  by  EMCRO  physicians. 
Changes  in  the  three  variables  were  compared  to  changes  in  the 
utilization  of  prescription  drugs  and  laboratory  tests  in  what  the 
authors  claim  to  be  "controlled  time-series  experiment."  These 
latter  two  services  covered  by  Medicaid  were  subject  to  little  or  no 
review  and  thus  were  used  as  an  indication  of  trends  in  utilization 
of  medical  services  given  no  review  process  of  medical  necessity. 
As  the  use  of  laboratory  services  and  prescription  drugs  increased 
by  20  percent  and  1.2  percent  respectively,  EMCRO  appears  to  have 
been  the  major  factor  behind  the  reduction  in  the  number  of 
inject  ions . 

A  second  objective  of  this  study  was  to  relate  physicians' 
characteristics  to  the  misuse  of  injections.     The  more  significant 
results  showed  the  incidence  of  unnecessary  injections  to  be  much 
lower  for  those  in  group  practices  than  for  individual  physicians 
and,  within  the  latter  group,  lower  for  medical  doctors  than  osteo- 
paths.    Providers  with  board  certification  were  also  associated  with 
a  greater  tendency  to  properly  use  injections  than  those  without. 

The  findings  of  this  study  indicated  that  the  New  Mexico  EMCRO, 
a  PSRO-prototype,  was  an  effective  means  of  quality  control  with 
respect  to  the  services  studied. 

*  *  * 
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Davidson,   Stephen  M.     "Mode  of  Payment  and  Length  of  Stay  in  the  Hospital 
More  Work  for  PSROs?     Medical  Care  15  (June  1977) : 515-24. 

This  study  compares  hospital  utilization  patterns  of  patients 
whose  care  is  paid  by  Medicaid  to  those  covered  by  private  insurance. 
The  main  contention  is  that,   if  hospital  lengths  of  stay  are  fairly 
similar  between  the  two  groups,  PSROs  would  probably  reduce  unneces- 
sarily long  stays  -as  much  for  privately-funded  patients  as  it  does 
for  Medicaid  recipients.     As  the  data  manifest  no  consistent  dif- 
ferences in  utilization  patterns,  it  appears  that  Blue  Cross  and 
commercial  insurance  companies  would  benefit  from  contracting  with 
the  PSROs  to  monitor  hospital  utilization. 

The  data  for  this  study  were  taken  from  the  Hospital  Discharge 
Survey  of  Metroplitan  Chicago  conducted  in  February  of  1970.  Some 
26,000  patients  in  31  hospitals  were  separated  into  the  5  payment 
categories  of  Blue  Cross,  Medicaid,   commercial  insurance  plans, 
direct  payment,  and  other  sources.     Standardizing  by  age,   the  data 
showed  the  Medicaid  and  direct-pay  groups  to  have  the  greatest 
percentage  of  patients  with  short  stays.     A  comparison  of  mean 
lengths  of  stay  of  Medicaid  recipients  to  all  other  groups  showed 
the  former  to  have  longer  stays  in  7  out  of  15  diagnostic  categories. 
The  lack  of  consistency  in  ranking  was  confirmed  by  low  values  for 
Kendall's  W.     A  number  of  other  factors,  such  as  the  type  of  hospi- 
tal, were  controlled  for  but  neither  the  mean  nor  median  lengths  of 
stay  manifested  any  definite  ranking  among  the  payment  categories. 

The  author  argues  that  the  data  show  a  similar  level  of  misuse  for 
Medicaid  and  non-Medicaid  groups.     Thus,  if  PSROs  prove  to  be  an 
effective  means  for  curtailing  unnecessary  Medicaid  hospitalizations, 
they  should  also  be  a  useful  monitoring  system  for  the  private  third 
parties  to  employ.     The  study  did  not  take  into  account  variations 
in  health  status  or  the  depth  of  insurance  coverage. 

*  *  * 


Stuart,  Bruce.     "Utilization  Controls."    Chapter  II  in  Controlling 
Medicaid  Utilization  Patterns  by  Holahan,  J.  and  Stuart,  B. 
(Washington,  D.C.:     The  Urban  Institute,  June  1977). 

A  utilization  control  is  defined  as  any  regulatory  mechanism 
which  materially  affects  the  behavior  of  providers  and/or  patients 
in  terms  of  the  quantity,  quality,  or  type  of  medical  service 
rendered.     The  need  for  utilization  control  in  Medicaid  assumes  that 


Ill 


unnecessary  and  inappropriate  utilizations  of  medical  service  exists 
to  a  high  degree  and  that  regulation,   rather  than  market  reform,  is 
the  appropriate  public  response. 

This  chapter  examines  both  the  limitations  and  potential  for 
cost  containment  of  utilization  control.     The  requirements  for 
effective  utilization  control  are  delineated.     To  be  effective,  a 
utilization  control  must  be:     (1)  appropriately  targeted  (the 
control  is  designed  to  meet  its  objective  based  on  careful  predeter- 
mined achievement  levels  of  the  program's  primary  goals);  (2) 
enforceable  (the  agency  administering  the  program  must  have  the 
authority  to  administer  and  must  be  held  accountable  if  goals  are 
not  met);  and  (3)  efficiently  administered  (reflecting  a  balance  of 
economic  and  political  considerations). 

The  various  methods  of  utilization  control  are  grouped  accord- 
ing to  the  timing  of  their  application — predelivery  controls, 
concurrent  review,  and  post-treatment  review.     Each  method  is 
discussed  in  terms  of  its  definitions  and  objectives;  its  methods  of 
standard  setting;  its  current  regulatory  status  vis-a-vis  Medicaid; 
the  extensiveness  of  control  by  user  type;  evidence  of  its  effective' 
ness;  and  the  implications  for  adoption  and  implementation.     A  num- 
ber of  studies  that  have  evaluated  different  methods  are  reviewed. 

It  is  argued  that  concurrent  review  is  suitable  only  for 
extended  treatment  and  has  been  mostly  limited  for  inpatient  hospi- 
tal services.     Prior  authorization,  a  predelivery  control  under 
which  payment  is  contingent  upon  a  medical  review  and  a  formal 
authorization  for  treatment,   is  held  to  be  attractive  because  it  can 
be  targeted  at  high-volume  providers  and/or  expensive  services  and 
is  relatively  inexpensive  to  administer.     Finally,   the  author 
concludes  that  post-treatment  reviews  such  as  surveillance  and 
utilization  review  systems  can  help  states  establish  uniform  stan- 
dards of  care  and,  by  profiling  the  entire  range  of  service  delivery 
and  utilization  (and  misutilization) ,  can  potentially  have  a  deter- 
rent effect  on  future  misutilization  and  abuse. 

*  *  * 


Dobson,  Allen;  Greer,  J.;  Carlson,  R. ;  Davis,  F. ;  Kuchen,  L. ; 

Steinhardt,  B. ;  Ferry,  T.;  Adler,  G.     "PSROs:     Their  Current 
Studies  and  Their  Impact  to  Date."     Inquiry  15  (1978):  113-28. 


This  paper  summarizes  the  1977  evaluation  of  the  PSRO  program 
conducted  by  the  U.S.  Department  of  Health,  Education  and  Welfare. 
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Due  to  the  relative  youth  of  the  PSRO  program  in  1977,  and  resultant 
constraints  on  data  availability,  the  evaluation  focused  on  utili- 
zation and  expenditure  data,   and  not  quality  of  care  data.  Further- 
more, data  on  long  term  care  review  and  ambulatory  care  review  were 
not  sufficiently  developed  to  provide  an  evaluation  data  base,  so 
only  federal  inpatient  care  review  data  was  used. 

The  relative  immaturity  of  the  program  also  affected  the 
sampling  frame,   as  only  a  few  PSROs  had  sufficient  review  experience 
to  permit  an  assessment  of  impact.     In  particular,  with  respect  to 
the  analysis  of  the  effect  of  PSRO  concurrent  review  on  Medicare 
utilization  rates,  only  18  PSRO  areas  (of  a  total  203  defined  areas) 
were  used  in  the  analysis,  having  met  minimal  conditions  for  evalua- 
tion (i.e.,  50  percent  of  Medicare  discharges  were  under  PSRO  review 
by  January  1976),   and  other  criteria.     These  18  PSRO  areas  represent 
38  percent  of  the  federal  beneficiaries  in  all  active  PSROs  as  of 
June,   1976,  and  about  10  percent  of  the  total  federal  beneficiary 
admissions  for  1976. 

The  evaluation  team  intended  to  look  at  three  basic  issues, 
these  being: 

•  the  effectiveness  of  admission  certification  and 
continued-stay  review  (CR)  for  reducing  medically 
unnecessary  hospital  utilization; 

•  the  effectiveness  of  retrospective  health  care  review 
for  assessing  the  quality  and  appropriateness  of  the 
utilization  of  services;  and 

•  the  effect  of  PSRO  activities  on  United  States  health  care 
expenditures . 

Several  study  approaches  were  taken  in  response  to  these  questions. 
The  status  of  the  PSRO  program  was  described  detailing  percentages  of 
hospitals,   federal  discharges,   and  physicians  under  review,  as  well  as 
the  delegation  of  review  administration,  the  implementation  of  review 
activities,   and  organizational  variation  among  PSROs. 

Utilization  impact  studies  comprised  a  large  part  of  the 
evaluation.     One  study  focused  on  PSRO  Concurrent  Review's  (CR)  impact 
on  hospital  utilization  rates  by  Medicare  patients.     Using  a  data 
base  built  on  Medicare  claims  files,  three  measures  of  utilization 
were  used:     days  of  care  per  1,000  enrollees,   admissions  per  thousand 
enrollees;  and  average  length  of  stay.     Aggregate  analysis  showed 
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that  PSROs  had  no  statistically  significant  effect  on  the  three  measures 
used,  though  a  small  but  significant  impact  on  hospital  bed  availability 
was  demonstrated. 


In  disaggregate  analysis,   about  40  percent  of  the  PSRO  areas 
appeared  to  be  reducing  utilization  rates;  however  these  findings 
were  not  significantly  different  from  chance.     It  is  interesting  to 
note  that  of  the  areas  with  reduced  utilization  rates,   85  percent 
had  demonstrated  that  PSRO  review  was  cost-effective. 


Using  two  hospital  discharge  abstracting  services  (data  from 
Colorado,  and  the  Professional  Activities  Studies),  another  utiliza- 
tion impact  study  looked  at  changes  in  length  of  stay  and  diagnosis- 
specific  characteristics  of  Medicare  and  Medicaid  beneficiaries. 
The  general  results  of  analysis  of  the  Colorado  data  show  decreases 
from  5  percent  to  8  percent  in  both  Medicare  and  Medicaid  days  of 
care  per  1,000,  associated  with  the  Concurrent  Review  program.  The 
majority  of  this  effect  was  achieved  through  CR  impact  on  admission 
rates. 


Review  of  the  PAS  data  revealed  a  trend,  most  evident  in 
hospitals  under  PSRO  CR,   toward  increasing  severity  of  inpatient 
diagnostic  mixes.     The  average  length  of  stay  for  Medicare  and  Medicaid 
patients  in  PSRO  hospitals  decreased  though  for  Medicaid  patients  this 
decrease  compared  unfavorably  with  a  decrease  in  non-PSRO  hospitals. 
Finally,  PSRO  areas  were  associated  with  a  decrease  in  percentages  in 
long-staying  patients  from  both  Medicare  and  Medicaid. 

Another  study  approach  focused  on  the  effectiveness  of  the 
Medical  Care  Evaluation  (MCE)  studies.     These  intensive  retrospec- 
tive reviews  were  shown  to  be  effective  in  identifying  and  correct- 
ing problems.     A  sample  of  3  7  complete  MCEs  showed  that  each  of  them 
revealed  deficiencies  in  care.     By  the  time  of  reaudit,  68  percent 
of  the  deficiencies  had  been  removed. 


Cost  analysis  represents  another  large  component  of  the  evalua 
tion.     "Ball  park"  estimates  were  developed  for  selected  unit  costs 
(i.e.,  administrative  costs,  review  committee  time);  for  the  costs 
of  a  fully-implemented  national  PSRO  program;  for  comparison  of 
'Old'  and  'New'  UR  costs;  and  to  provide  a  basis  for  cost-benefit 
analysis . 


The  cost-benefit  analysis  was  frustrated  because  the  previous 
analyses  had  not  yielded  any  aggregate  PSRO-associated  rate  reduc- 
tions.    Instead,  an  aggregate  analysis  was  performed  using  the 
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breakeven  concept.     The  resultant  figures  suggest  that  if  all  PSROs 
had  attained  benefit-cost  ratios  of   2:1  in  1976,  Medicare  Part  A 
expenditures  would  have  decreased  by  approximately  one  percent.  To 
achieve  this  2:1  ratio,   however,   utilization  would  have  had  to 
decrease  by  at  least  3.2  percent.     At  that  time,  aggregate  impact  on 
utilization  rates  was  below  2.05  percent,   though  individual  PSROs 
associated  with  relative  utilization  reductions  did  have  benefit- 
cost  ratios  greater  than  one. 

Though  cautioning  that  the  data  are  not  generalizable ,  and  that 
the  PSRO  program  is  not  fully  implemented,  the  authors  do  offer  some 
key  conclusions: 

•  PSRO  is  a  more  expensive  system  of  hospital  care 
utilization  review  than  previous  systems  of  review. 

•  Medical  care  evaluation  (MCE)  studies  are  effective, 
though  the  frequency  of  reaudits  is  inadequate. 

•  No  aggregate,  statistically  significant  PSRO  effect 
was  found  on  adjusted  days  of  care  or  admission 
rates. 

•  There  is  a  very  small  favorable  effect  on  ALOS  by 
PSROs. 

•  Hospital  beds  may  be  more  effectively  allocated 
under  PSROs. 


*  *  * 


Brook,  Robert  H. ;  Williams,  Kathleen  N. ;  Ralph,  John  E.     "An  Evaluation 
of  the  New  Mexico  Experimental  Medical  Care  Review  Organization." 
Medical  Care  16,  Supplement  (September  1978): 1-76. 

Using  Medicaid  claims  data  from  September  1971  to  August  1975, 
a  longitudinal  comparative  study  was  performed  to  assess  the  effects 
of  New  Mexico's  Experimental  Medical  Care  Review  Organization 
(EMCRO)  on  the  use  and  cost  of  medical  services.     Ambulatory  ser- 
vices were  examined  principally  for  enrollees  in  Medicaid's  Aid  to 
Families  with  Dependent  Children  (AEDC)  over  the  four  years,  but 
also  for  the  total  Medicaid  population.     Inpatient  hospital  services 
were  analyzed  for  the  AFDC  cohort  and  the  Aid  to  the  Permanently  and 
Totally  Disabled  (APTD)  cohort  also  for  four  years.  Comparisons 
with  national  data  were  made  where  possible. 
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Regression  equations  were  used  to  determine  the  changes  in 
rates  of  billing  for  ambulatory  services.     Peer  review  did  not 
reduce  or  even  slow  the  increase  in  rates  of  office  visits  and 
laboratory  tests,  which  increased  14  percent  and  129  percent, 
respectively,  over  the  four  years.     Review  dramatically  reduced  the 
use  of  injections,  however;  use  of  injections  dropped  about  75 
percent  between  the  first  and  last  year  of  the  study.     The  authors 
interpret  this  as  an  indication  of  an  increase  in  the  quality  of 
care . 

Hospital  inpatient  utilization  data  were  compared  to  national 
data  on  hospitalizations.     The  increase  in  use  of  hospital  services 
in  New  Mexico  was  the  same  as  or  higher  than  the  national  figures. 
It  is  concluded  that  the  EMCRO  utilization  review  program  had  no 
discernable  effect  on  hospital  use  (average  length  of  stay,  number 
of  admissions  billed,  number  of  days  used)  during  the  study  years. 
In  an  attempt  to  find  a  subset  of  hospitals  in  which  utilization  re- 
view was  effective,  all  non-federal  hospitals  with  Medicaid  eligi- 
bles  were  ranked  by  quality  of  their  utilization  review  programs. 
This  avenue  only  provided  further  evidence  that  utilization  review 
had  little  impact  on  hospital  use.     Multivariate  analyses  performed 
on  other  dependent  variables  such  as  case  mix,  changes  in  incidence 
of  cases  with  more  than  one  diagnosis,   age,   and  length  of  stay 
supported  the  same  conclusions. 

More  than  $11  million  was  saved  in  downward  adjustments  in 
hospital  rates  and  comparisons  of  fee  schedules.     This  amounted  to  9 
percent  of  the  total  amount  billed  over  the  study  period.     The  major 
portion  of  these  savings  came  through  adjustments  to  inpatient  care 
rates  (80  percent  of  the  total  dollar  amount  adjusted).  Surgical 
services  and  office  visits  also  contributed  largely  to  these  savings 

Savings  also  were  found  through  administrative  and  medical 
denials  for  payment.     Administrative  denials  totalling  $5.5  million 
were  due  to  patient  ineligibility,  non-reimbursable  services,  dupli- 
cated or  out-of-date  claims,  etc.     Denials  on  medical  grounds  (peer 
review)  saved  about  $0.4  million.     The  basis  for  these  denials  are 
reasons  such  as  an  unwarranted  frequency  of  services,  or  the  type 
of  service  being  inappropriate.     Savings  due  to  administrative  and 
medical  denials  accounted  for  4.8  percent  and  0.4  percent  of  the 
total  amount  billed  for  the  study  period. 

Approximately  $2.5  million  was  saved  "implicitly,"  that  is, 
through  services  not  given.     One  example  of  such  savings  occurred 
through  reducing  the  level  of  care  from  skilled  nursing  homes  to 
intermediate  level  nursing  homes. 
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In  all  probability,  the  savings  realized  through  the  adminis- 
trative component  of  EMCRO  over  the  four  years  ($16  million)  covered 
operating  costs.     The  medical  review  component,  however,  was  not 
found  to  be  cost-effective.     This  component  did,  however,  make  a 
significant  contribution  to  quality  of  care  by  reducing  the  number 
of  unnecessary  injections. 

The  amount  of  money  billed  per  AFDC  eligible  per  year  averaged 
$150.     The  amount  paid  to  each  eligible  in  this  cohort  rose  from  $90 
to  $166  over  the  four  years,   an  8.5  percent  increase.     The  per 
capita  amount  spent  on  hospital  care  increased  by  65  percent;  office 
visits  by  56  percent;   lab  tests  by  25  percent,  prescriptions  by  41 
percent;  and  injections  decreased  by  57  percent.  Calculations 
adjusting  for  specific  charges  for  specific  services  of  the  Consumer 
Price  Index,  as  well  as  adjusting  for  inflation,  showed  that  the  New 
Mexico  EMCRO  was  not  successful  at  containing  increases  in 
expenditures . 

On  the  basis  of  this  and  other  studies,  the  authors  suggest 
that  increasing  the  quality  of  care  is  a  goal  that  review  organiza- 
tions such  as  PSROs  may  be  more  able  to  attain  than  controlling 
utilization  and  costs. 


*  *  * 


Fulchiero,  Anita;  Miller,  Stephan;  Foley,  Cornelius;  Ballantine, 

H.Thomas;  and  Amoro  sino,  C,  Jr.     "Can  the  PSROs  be  Cost  Effective? 
A  Study  of  the  Effect  of  the  Commonwealth  Health  Agencies  Monitoring 
Program  on  the  Length  of  Stay  of  Medicaid  Patients  in  Massa- 
chusetts."   New  England  Journal  of  Medicine  299  (September 
14,  1978):  574-80. 

This  study  assesses  the  impact  of  utilization  controls  on 
rising  costs  of  short  term  acute  care  hospitalization  financed  by 
Medicaid.     A  precursor  to  PSROs,  the  Commonwealth  Health  Agencies 
Monitoring  Program  (CHAMP)  was  established  in  Massachusetts  in  1973; 
its  primary  responsibility  was  to  monitor  the  length  of  stay  of 
Medicaid  patients.     CHAMP  is  found  to  be  quite  effective  and  is 
credited  with  a  reduction  in  average  length  of  stay  of  5.3  percent 
from  pre-implementat ion  levels.     The  sample  results  show  CHAMP  to 
have  been  a  cost-effective  mechanism  yielding  an  estimated  return  of 
$4.00  for  every  $1.00  invested. 

The  study  covered  7  periods  of  6  months  each  between  1972  and 
1976,  excluding  the  one  year  from  July  1973  to  June  1974  during  which 
CHAMP  was  implemented  throughout  the  state.     The  125  acute  care 
hospitals  were  represented  by  a  sample  of  57.     Changes  in  length  of  stay 
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were  measured  using  a  ratio  of  total  of  observed  hospital  days  to 
total  predicted  days.     Predicted  days  were  based  on  the  average 
length  of  stay  for  the  particular  age  group.     The  ratios,  calculated 
for  the  Medicaid  and  the  non-Medicaid  patient  population  for  each 
period,  were  adjusted  for  age  and  diagnostic  case  mix. 

The  difference  between  the  pre-  and  post-CHAMP  mean  adjusted 
ratios  was  significant  for  both  the  Medicaid  and  non-Medicaid  group. 
For  those  on  Medicaid,   the  average  of  the  ratios  for  the  5  latter 
periods  was  11.9  percent  less  than  that  for  the  two  pre-CHAMP  per- 
iods.    The  reduction  in  the  non-Medicaid  observed  to  predicted  stay 
ratio  was  only  6.6  percent.     The  5.3  percent  difference  between  the 
two  changes  in  length  of  stay  is  attributed  to  the  monitoring  of 
Medicaid  patients'  hospital  utilization.     The  full  impact  of  CHAMP 
is  likely  to  be  underestimated  by  this  figure,  as  it  may  have  also 
contributed  to  a  significant  reduction  in  non-Medicaid  length  of 
stay.     As  CHAMP  proved  to  be  an  effective  means  of  control,   it  is 
expected  that  the  PSROs,  which  replaced  the  interim  system  of 
utilization  controls  in  1977,  will  also  be  an  effective  program. 

*  *  * 


Capelli,  Anthony  P.  and  Stralberg,  Halstein.     "Impact  of  Utilization 
Control  (UC)  on  Medicaid."     In  The  Medicaid  Experience,  Speigel, 
A.D.,  editor.     (Maryland:     Aspen  Systems  Corp.,   1979),  pp.  241-49. 

Capelli  and  Stralberg  examined  the  effectiveness  of  utilization 
control  (UC)  as  a  deterrent  to  excessive  and  unnecessary  use  of 
inpatient  facilities.     The  project  assessed  the  impact  of  four  types 
of  state-administered  review  procedures  (Preadmission  Review,  Peri- 
odic Concurrent  Review,  On-site  Medical  Review  and  Independent  Pro- 
fessional Review)  on  the  uses  of  inpatient  institutional  services 
(acute  hospitals,  skilled  nursing  facilities  and  intermediate  care 
facilities) . 

Michigan,  Virginia  and  California  were  the  three  states  chosen 
for  in-depth  study  on  the  basis  of  data  availability  and  the  use  of 
different  UC  methods.     Trend  analysis  was  used  to  compare  projected 
institutional  utilization  rates  with  the  actual  results  of  UC  imple- 
mentation, using  monthly  data  from  before  and  after  the  imposition 
of  controls.     The  results  were  adjusted  for  other  factors  that  would 
affect  utilization  rates  such  as  changes  in  the  demographic  charac- 
teristics of  the  eligible  and  the  patient  population  or  the  diagnos- 
tic case  mix.     To  verify  the  results  of  the  trend  analysis,  an 
alternative  methodology  was  applied  to  a  different  source  of  data 
This  latter  approach  involved  a  sampling  of  manual  review  records  to 
identify  the  incidence  of  denials  and  transfers  specifically  related 
to  UC.     Both  of  the  models  dealt  with  utilization  rather  than  costs 
directly  to  avoid  problems  of  inflation,  changes  in  reimbursement 
procedures,  and  other  complicating  factors. 
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The  results  on  changes  in  rates  of  use  are  then  translated  into 
cost  savings.     Taking  account  of  administrative  costs  of  UC  and  the 
effect  of  hospital  occupancy  reductions  on  Medicaid  expenses,  the 
overall  results  show  UC  to  be  cost-effective.     Preadmission  review 
procedures  proved  to  be  the  major  contributor  to  cost-savings;  on- 
site  medical  and  independent  professional  review  were  most  important 
in  the  net  shift  of  patients  toward  lower  levels  of  care.  Estimates 
of  total  net  savings  range  from  2.5  percent  to  14  percent  for 
institution-related  expenses  in  Virginia  and  California  respectively. 
These  estimates  do  not  reflect  the  true  savings  to  society,  though, 
as  the  major  portion  of  increased  costs  caused  by  a  drop  in  occu- 
pancy rates  and  the  need  for  alternative  care  for  those  denied 
admission  are  not  accounted  for. 

The  two  methods,   trend  analysis  and  sampling  for  UC-specific 
effects,  produced  similar  results  for  the  time  period  immediately 
following  UC  implementation.     Over  a  period  of  several  months,  the 
number  of  denials  and  transfers  attributed  to  UC  declined  signifi- 
cantly, indicating  a  lasting  deterrent  effect  on  excessive  utiliza- 
tion. 


*  *  * 


Wylie,  Charles  M.  and  Flashner,   Bruce  A.     "Reassessing  the  Early 

Effects  of  Concurrent  Review  on  Length  of  Stay."    Medical  Care 
17  (June  1979):  607-17. 

In  February  197  2,  the  Hospital  Admission  and  Surveillance 
Program  (HASP)  was  initiated  in  Illinois,  its  objective  being  to 
reduce  the  cost  of  care  given  to  Medicaid  beneficiaries.     HASP  was 
responsible  for  identifying,  within  24  hours,  if  the  patient  was  a 
Medicaid  beneficiary.     If  this  was  the  case,  physician  review 
certified  the  appropriateness  of  admission,  and  an  approved  length 
of  stay  (LOS)  was  prospectively  assigned.     (The  basis  for  LOS 
assignments  were  the  norms  for  PAS  hospitals  in  the  central  states.) 
Requests  for  extensions  of  LOS  were  granted  on  a  prospective  basis 
only.     Appeals,  retrospective  review,  and  charging  to  administrative 
days  were  available,  but  only  under  very  specific  circumstances. 
The  system  induced  high  hospital  compliance  with  the  program  by 
creating  an  economic  incentive:     if  a  patient  was  a  Medicaid  benefi- 
ciary and  was  not  certified  by  HASP,  the  hospital  stay  was  not 
financed  by  Medicaid  in  Illinois. 

To  determine  if  the  establishment  of  HASP  concurrent  review 
activities  was  associated  with  changes  in  the  LOS  of  Medicaid 
inpatients  in  Illinois,  46  hospitals  were  observed  both  before  HASP 
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(July-December  1971)  and  after  HASP  (July-December  1972).     These  46 
hospitals  also  participated  in  the  Professional  Activity  Study 
(PAS),   therefore  data  were  available  to  adjust  for  possible  varia- 
tions in  the  case  mix  of  patients  in  the  two  periods.     This  was 
accomplished  by  matching  each  patient  by  age,  diagnosis,  and 
illness  severity  with  patients  in  an  appropriate  comparison  group. 
This  process  was  an  effort  to  increase  the  probability  that  changes 
in  LOS  were  due  to  HASP  rather  than  other  factors. 

During  the  HASP  program,  Medicaid  LOS  decreased  by  0.8  day.  A 
similar  but  smaller  decrease  was  seen  for  non-Medicaid  patients, 
perhaps  due  to  awakening  concern  for  hospital  costs.     HASP  did 
appear  to  have  narrowed  the  gap  between  expected  LOS  and  the  actual 
LOS  for  the  study  group.     Detailed  examination  of  common  diagnosis 
groups  confirms  the  decrease  in  LOS  for  Medicaid.     In  addition,  the 
mix  of  diagnoses  changed  more  discernably  for  Medicaid  than  non- 
Medicaid  patients. 

On  a  diagnosis  by  diagnosis  basis,  the  expected  length  of  stay 
for  both  the  Medicaid  and  the  non-Medicaid  groups  rose  over  the 
study  period.     It  was  suggested  that  the  people  admitted  in  the 
later  part  of  the  study  period  may  have  an  increased  need  for 
hospital  care. 

It  was  anticipated  that  a  prospectively  set  discharge  date 
would  provide  an  inducement  for  keeping  patients  in  the  hospital 
until  that  date  even  though  discharge  was  possible  prior  to  the 
date.     This  effect  was  not  borne  out  of  by  the  data,  which  show  a 
rise  in  the  frequency  of  short  stays.     The  authors  do  not  discuss 
changes  in  admission  rates,   though  it  is  noted  that  the  state 
Medicaid  eligible  roles  expanded  rapidly,  while  services  offered 
remained  the  same. 

It  is  noted  that  any  cost  reduction  from  shortened  hospital 
stays  would  be  relatively  smaller  than  the  decrease  in  average  LOS. 
Days  are  eliminated  at  the  end  of  a  hospital  stay,  when  per  diem 
costs  are  lower  than  immediately  after  admission.     It  is  even  possi- 
ble that  more  intense  services  were  administered  at  the  beginning  of 
the  stay  to  insure  that  the  patient  was  discharged  by  the  assigned 
date.     Therefore,   it  is  concluded  that  HASP  retarded  growth  because 
it  diminished  "load"  factors  on  Illinois  institutions,  but  it  is 
tenuous  at  best  to  assume  cost  savings. 

The  authors  caution  that  these  data  must  be  extrapolated  very 
carefully  to  current  peer  review  efforts  such  as  PSRO,  due  to  signi- 
ficant differences  in  the  organizations  and  their  relations  to 
state  governmental  agencies. 

*  *  * 
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